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100 Years of
Doing the Right Thing
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Financial Highlights

Change  Change
{dollurs in thousands, except per share amounts) 2006 2005 2004 06/05 05/04

FOR THE YEAR

Revenues $2.679,133  $2.109.204 $1.988,575 27.0% 6.1%
Net [ncome $281.561 $246.567 $234.580 14.2% 5.1%
Operating income per share!" $3.39 $3.70 $3.32 -B.4% 11.5%
Net income per share $3.94 $3.40 $3.30 13.9% +.9%
AT YEAR END

Total assets $39.795.294  $28.966.993 $27.211.378 37.4% 6.3%

Sharc-owners” equity
excluding accumulated other

comprehensive incomet? $2.300.644  $2.078.440 $1.870.016 10.7% 11.2%
Share-owners” equity per share

excluding accumulared other

comprehensive incomet” $32.88 $20.82 $26.93 10.3% 10.7%
Market price of common stock $47.50 $43.77 $42.09 8.5% 2.5%

RATINGS

As of the date of this report, the Company’'s principal operating subsidiary, Protective Life Insurance Company, has insurer
financial strength ratings of A+ (Superion) from A. M. Best, AA (Very Strong) from Standard & Poor’s, AA- (Very Strong)
from Fitch. and Aa3 (Excellent) from Moody’'s Investors Services. Each of these independent rating agencies has assigned
its rating based on a varicty of factors, including Protective’s operating performance, asset quality, financial flexibility and
capitalization. For current inflormation: www,protective.com.

(1) - Operating income per dilwed share is calcalied by dividing aperuting income as defined below by the number of weighted average diluted
shares outstanding for the period indicaed. Operuing income differs from the GAAP measure, invome before income tax, in that it excludes
realized invesiment gains (losses) related w certain derivative financial instruments, and the cumulmive effect of change in accounting principle.
QOperating income i delined as ncome belore income Tay, excluding net realized investment gains (losses) net of the related amortizadon of
deferred policy acquisition costs (DACY and value of businesses acquired (VOBAY and participating income from real estate ventures, and the
cumulative effeet of change in accourting principle. Periodic setlements of derivatives associated with corporaie debt, cenain investments and
annuity products are included in realized giins (Josses) but are considered part of operating income because the dervatives are used 10 mutigite
risk in items alfecting opermting income. Management helieves that operating income provides relevant and useful information w investors. as
it represents the basis on which the perlormance of the Company's business is intemnally assessed. Although the items excluded from operating
income may be signiticant components in understanding and assessing the Company's overall financial performance, management believes that
operating income enhanices i investor's understnding of the Company’s results ol vperations. Tora recongiliation of operating income per share
to net income per shate, plesse see page 10 of this annual report.

(2) - As preseribed by GAAT cenain investments are recorded at theie market values with the resulting unrealized gains (losses) reduced by a
related adjustment o DAC and VOBA. net of income tax, reporied as a component of sharc-owners” equity. The market values of fixed manurities
incrense o decreise s interest nues change. The Company belicves thar an insurnce company’s shire-owners’ equity may be difficult w
analyze without disclosing the elieers of recording accumulated other comprehensive income, including unrealized gains (losses) on investments,
Therefore, the Company reports the memn-GAAP measures share-cwners” equity excluding sceumulated other comprehensive income and share-
owners equity per share excluding accumulated other comprehensive income, including unrealized gains {osses) on investments. These non-
GAAP measures may be reconciled o the GAAI measures, share-owners” equiy and sharc-owners’ equity pe share by including accumutared
ather comprehensive income, and including unreatized gains {osses) on mvesiments. For a reconciliation of share-owners” equity excluding
accumulated other comprehensive income and share-owners™ equity per share excluding accumulated other comprehensive income to share-
owners cquity and share-owners” equity per share. respectively, please see page 10 of this annual report.

This docament includes forward-looking statemenis which express expectations of future events andfor resules. All statements based on furure
expectations rather than histonical bacts are forward-looking starements that involve a number of asks and uncertaintics, and the Company cannot
give assurance that such sttements will prove w be comeet. Please refer 1 “Forward-Looking Statements — Cautivnary Language” and “Risk
Factors and Cautionary Factors that may Alfect Future Results™ included in the Company’s Annual Report on Form 10-K included herein for more
informaticn about factors which could affect future results.

The Company has filed the CEO and CFO Cenifications required by Section 302 ol the Sarhanes-Oxley Act of 2002 as exhibits o its Annual
Report on Farm 10-K.

The Company has filed the CEO Certification reguired by the New York Stock Exchange (NYSEY stuing that the CEO is not aware of any violation
by the Company of any NYSE corpone governance listing standard.

The pictures on the cover of this annual report are digital photogrmphs of panels from the original clevator doors in The Commerce Centet in
Birmingham.




Protective’s
Business at
a Glance

2002

2003

2004

2005

2006

Operating/Net Income Per Share

$2.48 / $2.52 Rperating
$2.79 / §3.07
$3.32/33.30
$3.70 / 53.46

$3.39/%53.94

2002

2003

2004

2005

2006

Assets

($ In Billions)

$21.9
$24.5
$27.2
$29.0

$39.8

2002

2003

2004

2005

2006

Book Value Per Share

$21.62

$24.20

$26.93

$29.82

$32.88

Excluding FAS 115 adjustments and accumulated other comprehensive income

2002

2003

2004

2005

2006

Consolidated Statutory Capital & Surplus

Includes asset valuation reserve

($ In Millions)

51,042

$1,305

$1,512

$1,530

$1,580

MNorpeys by T -3 P : . . . -
Please rfer 1o Financial Summary informarion on puge 10 for veconciliation of operating
income to netincome and book value per share (share-owners” equity per share) exchuding
FAS P15 adjustments and accumulared other comprehiensive income to sharc-owners’ equity

per share.




Life Marketing

Life Marketing
Operating Income

2002 $125.6 {In Millions)
2003 $159.2
2004 $165.9
2005 $163.7
2006 $174.2
Acquisitions Acquisitions
Operating Income
2002 $95.1 {in Millions)
2003 $95.2
2004 $87.3
2005 $80.6
2006 $104.5

2002
2003
2004
2005

2006

Stable Value Products

Stable Value Products
Operating Income
5423 (In Millions)

$38.9
$53.2
$54.8

$47.1

2002
2003
2004
2005

2006

Annuities

Annuities
Operating Income
$15.7 (In Millions)

$13.4
$16.5
$31.9
524.6

Asset Protection

Asset Protection
Operating Income

2002 $(14.8) {In Millions)
2003 $20.2
2004 $19.1
2005 $24.9
2006 $9.8
All operating income amounts are before income tux,

Major Products
Term Life Insurance
Universal Life Insurance
Variable Universal Life Insurance

Distribution
Brokerage General Agents
independent Personal Producing Agents
StockbrokersiFinancial Planners
Direct Response Marketers

Major Products
Closed blocks of traditional
life and annuity products

Major Products
Guaranteed Investment Contracts
Funding Agreements
Registered Retail Funding
Agreement-backed Notes

Distribution
Consuftants
Brokers
Financial Intermediaries

Major Products
Market Value Adjusted Annuities
immediate Annuities
Deferred Annuities
Equity Indexed Annuities
Variable Annuities

Distribution
Regional Stockbrokers
Banks
Brokerage General Agents
independent Personal Producing Agents

Major Products
Vehicle Service Contracts
Marine Service Contracts
Cradit Life and Credit Disability insurance
Guaranteed Asset Protection

Distribution
Automobile Dealers
Marine Dealers
RV Dealers




John D. Johns

To Our Share Owners

This was a difficult year lor Protective as we worked
through many challenging issues and cbstacles in our
core business lines and adapted 10 an unfavorable
interest rate environment. At the same time, however,
there were some important, solid achievements during
the year

But before we review 2006, we should nore that
2007 is an important year in our Company’s history.
This year marks the 100th anniversary of our founding,
As we describe below, the values and belicfs developed
and instilled by our former leaders over the last one
hundred years continue to guide and support our plans
and aspirations for the Company today.

CENTENNIAL YEAR

Protective Life Insurance Company was lounded
in 1907 by Alabama’s Governor William Dorsey Jelks,
who was known as the “Business Govemnor”. Govemnor
Jelks saw life insurance as a “sacred business” because
it protects the home and the family. His vision for
Protective was for the Company to be many things: a
conservatively-managed, profit-generating business; a
force for progress and economic development in the
communities it serves; and a solid provider of quality
career opportunities for its employees. Thus, Governor
Jelks instilled a values-based culture ar Protective from
the very beginning, a hallmark of the Company that
continues 1o the present day.

After weathering a difficult period during World War
Land the ensuing 1918 influenza pandemic, Protective

prospered in the 1920°s. It merged with Alabama
Naticnal Life Insurance Company in 1927, When
Samuel Clabaugh, head of Alabama National, became
president of the combined Company, life insurance
in force was approximately $6 million. Mr. Clabaugh
was conservartive by narure, and the conservative
management philosophy he promoted served the
Company well during the Great Depression, enabling
Protective to survive and even pay dividends in the
altermath of the stock market crash in 1929, Over the
next ten years life insurance in force doubled and assets
increased by 67%.

In 1937 Mr. Clabaugh was succeeded by Colonel
William J. Rushton. He led the Company for almost
three decades. Although the years during World War
[f were difficult, Colonel Rushton pushed the business
forward aggressively and introduced a passion for
growth to the Company’s values. During the first
twenty vears of the Celonel’s tenure, Protective’s life
insurance in force, assets and net worth grew cight-fold.

Colonel Rushton’s sen, William ]. Rushton, 111,
succeeded him in 1967, “Billy” as he prefers to be
known, oversaw a series of acquisitions that gave the
Company a strong naticnal presence. During Billy's
tenure, the Company [ocused not only on growth,
but also the concept of quality in every aspect of our
business. During his time at the helm, assets reached
$300 million and life insurance in force climbed to
$4.7 billion. Through this growth period, the Company
remained true to its core values and significandly
expanded its involvermnent in the community and

...Governor Jelks instilled a values-based
culture at Protective from the very
beginning, a hallmark of the Company
that continues to the present day.

support of charitable giving. Billy earned numerous
distinctions in his career, including the rare
combination of membership in the Millicn Dollar
Roundtable, an exclusive association for the world’s
most successful life msurance sales professionals, and
designation as a Fellow in the Society of Actuaries, the
leading professional actuarial designation.

Drayton Nabers, Jr. was named Chief Executive
Otheer of Protective in 1992, Drayton continued the
Company’s focus on internal growth, by expanding the
Company into specialty insurance lines and growing
the stable value segment. Drayton also continued




an aggressive acquisition strategy, which led to the
acquisition of West Coast Life Insurance Company in
1997. During his tenure the Company gained a listing
on the New York Stock Exchange and experienced

the most dramatic growth in its history in every line
of business. Drayton also emphasized the service
dimension of our business and insisted that our
employees have and display a “servant’s heart”.

Today Prozective has annual revenues of
approximately $2.7 billion, assets in excess of $39
billion and life insurance m force of more than $724
billion — all restaments 1o the power of the corporate
values given us by our former leaders — quality, serving
people and growth. Those values, and our core belief
thar “Doing the Right Thing is Smart Business™ ®,
continue to be the foundation upon which our
Company s built.

2006 N Review

As noted above, 2006 was a ditficult year. Operating
income did not mecet our expectations, Operating
income was $3.39 per share compared to $3.70
i 2005, Included in operating income for 2006
were charges of $0.32 per share relating to reserve
strengthening m two run-off lines of business. Net
income per share increased to $3.94 per share, up from
$3.46 per share in 2005. Operating income retum on
average equity {including the charges) was 11.1%.

Although camings were disappointing in 2006,
there were some solid accomplishments. The July
2006 acquisition of the Chase [nsurance Group from
JP Morgan Chase & Co. was the largest and most
innovative acquisition in our history. The transacton is
consistent with our strategy in the acquisitions line of
business and is benefiting the Company in many ways,
including adding new distribution opportunities for
life insurance and annuity products. This transaction
expands our acquisition capability, adds significant
scale to our life insurance operations and will provide a
solid camings source for years to come,

As noted in more detail below, other positive
developments in 2006 included: expansion of our
distribution capability for life insurance and annuity
products; significant progress in streamlining and
creating efficiencies in the brokerage general agency
(BGA) distribution channel; material progress on
completing a securitization of redundant universal
lifc insurance reserves; and the acquisition of a small,
exiended-service contract line of business. We also

achieved excellent performance in our investment
portfoiios; implemented a talent-planning program to
further develop, train and motivate our employees; and
continued our high level of community service and
charitable giving. Overall, significant progress was made
on many fronts.

SEGMENT HIGHLIGHTS

Life marketing segment pretax operating earnings
increased 6.4% to $174.2 million in 2006. Eamings
were essentially flat alter adjusting for the unlocking of
deferred acquisition costs during the year. We achieved
solid sales results in our life insurance marketing
operations and continued to rank as one of the largest
sellers of rerm and universal life insurance products in
the United States, according to industry surveys. We
completed our plan to combine the operations of our
BGA companics, West Coast Life and Empire General,
and the combined operarion is a premier competitor in
the BGA dismiburion channel. With the completion of
that combination we introduced more competitive

..- Our core bhelief that “Doing the Right
Thing is Smart Business”® continues

to be the foundation upon which

our company is built.

term insurance products, and our sales results and
application trends have improved. Additionally, we are
excited about the debut of a new universal life insurance
product through Protective Life in December 2006 and
through West Coast Life in February 2007.

Qur Acquisition segment achieved significant growth
in 2006 with the Chase Insurance Group acquisition.
Acquisition segment pretax operating income was
$104.5 million, an increase of 29.7% over the prior year.
Since the inception of our acquisitions program, we
have completed more than forty successful rransactions
initially deploying more than approximately $1.4 billion
in capital. This segment’s block of business is closed
and will decline over time, so our plan is to look for
additional acquisition opportunities and pursue larger
acquisitions in the future to replenish that earnings
stream.

Annuity sales reached the highest level in our
Company’s history. Annuity sales were $1.2 billien, an
increase of 104.5% over the prior year The achievement

of record sales is the result of our continued focus
on broadening our distribution capabilities for our




core Protective products and our entry into the bank
distribunion channel. We saw strong growth in sales of
fixed annuities, with an increase of 219.3% over the
prior year; variable annuity sales increased 0 $322.8
million. The segment’s pretax operating income was
strong at $24.6 million in 2006, an increase of 57.8%
over the prior vear after excluding favorable unlocking of
deferred acquisitions costs from the prior year

Our Stable Value Products segment achieved
pretax operating income of $47.1 million and account
balances ended the year at $3.5 billion. Both were
down from the record levels achieved in the prior year.
The difficult interest rate and yield curve environment
during 2006 compressed spreads. Further, we
conserved capital during the year to complete the Chase
Insurance Group acquisition, which prevented us from
aggressively pursing new marketing opportunities in this
segment. We continued 1o manage the liability portfolio
elfectively through this difficult period.

As we look ahead, we draw strength
from our strong, values-based culture and
our tradition of finding opportunity in
challenging circumstances.

In the third quarter, our Asset Protection segment
suceessfully completed the acquisition of Westermn
General, a vehicle extended-service contract provider.
The scgment reported pretax operating income of $9.8
million, after the affect of reserve strengthenimgs of
$27.1 million related to the lender’s indemnity run-off
line of business. Results in our core extended-service
contract line of business performed very well, increasing
by over 34% compared to the prior year

Despite a challenging interest rate envirenment,
our securtties portfolio achieved very strong results
in 2006. Our commercial mortgage loan portfolic
achieved excellent results, participating mortgage
income remained strong and problem mortgage loans
continued te represent less than one percent of the
mortgage loan portfolic. The credit quality of our
investment portfolio ended the year at one of its highest
levels in the Company’s history.

Oumook ror 2007

The life insurance industry faces another year of
challenges in the investment arena: an inverted yield
curve, low interest rates by historical standards and
tight credit spreads. Regulatory requirements continue

to evolve and competition and margin pressure remain
intense in most lines of business. The need to securitize
redundant reserves presents a new set of challenges
relating to expenses, realization of tax benefits and
patterns of profit emergence. While there are many
challenges, managing challenges is nothing new for a
one-hundred-year-old company. As we look ahead, we
draw strength from our strong, values-based culture
and our tradition of finding opportunity in challenging
CIFCUIISLANCes.

We expect to vemain a competitive provider of term
and universal life insurance products and services to
middle-income households, our target segment of the
U.S. pepulation. We believe our scale, distribution
capacity, solid consumer value proposition, srong
service culture and ability to securitize economically
redundant reserves give us competitive advantage in
the core life insurance lines. We plan to continue to
execure our “One Brokerage Company” strategy, and,
thereby, further enhance our service capabilities and
lower expenses. We expect to securitize economically
redundant universal life insurance reserves in 2007,
and we are oprinstic that new, more competirive UL
products will stimulate new sales momentum. We are
excited about opportunities we see to expand sales of
traditional life insurance and annuity products through
retail bank distriburtion systems.

Our acquisitions strategy remains constant. We
will look for additional acquisition opportuniries in
2007 and intend to pursue even larger transaction
prospects in the future. We believe opportunities 1o
buy closed blocks of business and other companies will
continue 1o emerge as a result of the industry’s on-
going rationalization and consolidation. We believe we
have all the wols we need o be a leader in this type of
acquisition.

In the annuity line, recent investments in our
distibution capabilities and wholesaler footprint are
beginning to pay off, and we expect further growth in
hoth fixed and variable annuity sales in 2007. We plan
to introduce a variable annuity with living benefirs
and step up our focus on medically-underwritten
immediate annuities. We believe our sales and account
value growth will translate into eamings growth for the
Annuinies segment in 2007

We expect spreads in our Stable Value segment to
remain under pressure, and account balance growth
is dependent upon our level of excess capital. While
the current environment presents near-term challenges



in this segment, we do expect w achieve solid results
and retums over time in this line as marker conditions
Improve.

We expect the results in the Asset Protection
scgment to improve in 2007, We expect continued
solid results in the core extended-service contract
business, and we will carefully manage the
discentinued run-off lines of business.

We expect continued good pertormance in our
investment operations and commercial mortgage
loan opcrations. While the interest rate and yield
curve environments remain challenging, we expect
our disciplined approach to deliver solid results.
Participating mortgage income remains unpredictable,
and we do not expect it to reach the levels achieved
over the past couple of years; however, we expect a
solid contribution in 2007.

2007 And Beyond

As Protective enters its second century of service,
we clearly sce challenges, but we also see, in our
history. a solid foundation for optimism about our
futurc.

The values instilled in our culture by our former
leaclers zre alive and well today. They continue o
support and nourish our energy, enthusiasm and
confidence.

We have a straightforward and solid strategy.

W focus en a group of people who truly need our
products, middle-income households of the U.S. Qur
products olfer outstanding long-term consumer vaiue.
We provide excellent customer service and have a
strong balance sheet, High quality and low price are
synenymous with Protective.

We have outstanding people. They truly care abour
our customers and our Company. They believe that
faithfulness o our values, combined with hard work
and discipline, will translate into success for years o
come. [ sincerely thank all Protective people for their

dedication and commitment to our success.
We strengthened our senior management team
this year with the addition of Gary Corsi as our Chief

Gary Corsi, EVP avp CFO
Richard J. Bielen, EVP CIO anp Trgasuzer
John D. Johns, Chamaiw, Presivest, CEO

Financial Officer. Gary brings a wealth of industry
experience to our teamn, and his inancial acumen and
strong leadership skills will serve us well in the furure.

Reflecting on our first century, it is clear that we
have enjoyed much prosperity and success in the face of
many challenges. As we confront the many challenges
we lace today, we are energized by the opporrunities we
see before us and our founder’s vision of a Company
thar can prosper financially while making the world
better and brighter for those we serve.

We are thankful for our share owners’ support,
and we will be working diligently in 2007 to make our
Company a rewarding investment.

Respectfully yours,

y

Jehn D. Johns
Chairman, President & Chiel Fxecutive Officer




Mission and Values

Protective Life Corporation provides financial
sccurity through insurance and invesument
products.

Our purpose is to enhance the quality of life of
our customers, our share owners, and our people.
We hold 1o three preeminent values — qualiy,
serving people, and growth — which by tradition

and choice transcend all others. They are the
foundation of our aspirarions, our plans, our best
energies, and our life together in this Company.

QuaLny

The heart of quality is integrity. Quality
is the comnerstone on which all our acriviry
rests — quality products, services, people, and
investments. We strive for superior quality and
continuous quality improvement in everything
we do.

SERVING PEOPLE

Serving people begins with being worthy of
their trust, We believe we are at our best when
we value and build upon the diverse talents,
backgrounds, and insights of all people.
We find our ultimate reward in serving these
three groups:

CUSTOMERS: Our customers come first. Qur
success as a Company depends upon our ability
to respond to the needs of the many different
types of people we serve as customers. We
prosper only to the extent that we create long-
term relationships with satished customers. We
do so in discemning their needs and responding
to them; in providing high value, distinctive
products; in prudent investment of policyholder
funds; in systems, mformation, and counsel
which help our customers solve problems; and

in prompt, accurate, innovative, and courteous
service which is the best in the business.

SHARE OWNERS: Our share owners provide the
equity essential for our success. We are stewards
ol their investment and must return a profit

to them. Profit is essential for implementing

our commirment to quality, serving people,

and growth. It is a critical measurement of our
performance. Our objective is to rank at the top
of the industry in long-range eamings growth and
return on equity.

PROTECTIVE PEOPLE: The accomplishment of
our mission depends on valuing and leveraging
our many differences and on building a
community based on trust and reamwork, We
want our people to enjoy their work and take
pride in Protective, its mission and values. We
are committed to opportunity and development
[or all to help us fulfill our potential; open,
candid communication; the input, initiative, and
empowerment of all our people; the recognition
and encouragement of one another; and creating
a place where a zeal 1o serve our customers, share
owners, and each other permeates the Company.

GrowT

The keys to growth are resourcefulness,
passion, and persistence. We are dedicated
t0 long-term growth in sales, revenues, and
profit, not enly for our share owners, but also
because it contributes to personal growth and
development of Protective people. We achieve
growth through innovative marketing, superior
service, and acquisitions. Growth is critical
for improving quality and serving people. It is
essential to maintaining a position of strength in
our marketplace and attracting and retaining
high-caliber people.

Our mission and values can be summed up by our belief that,
Doing the right thing is smart business®




Board of Directors

J. Gary Cooper

CHA]’R\I;\.\' OF THIEE B().‘\RD AND

Croer Execinve Qrrcer
Commonwealth National Bank
{bunking and financial services)

1999

H. Corbin Day

CHAIRMAN OF [HE

Exrcutive Covaurres

Jemison Investment Co.. Inc.

{diversified holding company and ventuie

capital investment firm)

2000

James S. M. French
VIcE CHAIRMAN, INVESTMENTS
Dunn nvestment Company
(materials construction and
investment holding compuny)

1996

Thomas 1. Hamby
Presimesy, ALaBava
AT&L Inc.
(teleconumunications)
2004

John D. Johns

Criairaaxy oF 1HE BoakrD, PRESIDENT,
AND Cnipr Execums OIRAIcir
Protective Lile Corporatien

1997

Vanessa Leonard
Arrorsey ar Law
(provider of legal services)

2004

Charles D». McCrary
PRESIDENT AND

Cinzr Exrotnnive OFrIceR
Alabama "'ower Cempany
(peehlic utitity)

2005

John J. McMahon, Jr.

CHAIRMAN
Ligon Industries. LLC

Onanufactirer of waste water treatment

cyuipment. aluminunz castings,
ard hvdraulic ovlinders)

1987

Malcolm Portera, Ph.D.
CHANCELLOR

The Universisy of Alabama System

(highcer education)
2003

C. Dowd Ritter

PRESIDENT AND

Crnir ExecUTIVE OFICER

Regions Financial Corporation
(bank holding company)

2005

William A. Terry

PriNcipAL

Highland Asscciates, Inc.

(SEC registered investment advisor)
PRESIDENT AND

CHAIRMAN OF THE BOARD

Highland Information
Services, Inc.

(registered broker-dealer}

2004

W Michael Warren, Jr.
CHARMAN OF THE BOARD AND
Cuirr Execurivi OFRICER
Encrgen Corporation

(diversified encrgy holding company)

2001

Vanessa Wilson

Sformerly Maxacing DiRecToR,
Deurscint BANK SEcUrITIES, INC.
(hroker-dealer)

2006

Executive Officers
ProTecTive Lire CORPORATION

John D. Johns
CHAIRMAN OF THE BOARD, PRESIDENT,
anp Cintr Execurive QFACER

Richard J. Biclen

EXECUTIVE VICE PRESIDENT,

Chirr InvestaENT OFFICER, AND TREASURER

R. Stephen Briggs
ExEctrine Vice PRESIDENT,
Lire anp Axsurmy

Gary Corsi
Expcurne VICE PRESIDENT AND
Cinrr Pixancian Oencer

Deborah J. Long
FExecutve VICE PRESIBENT,
SecrEiARY, Axn GENERaL COUNSEL

Carl S. Thigpen
Execurvei VICE PRISIDENT AND
CHitit MORTGAGE AND

Real, Estare QFACER

D. Scott Adams
Senion VIce PRESIDENT AND
Cnie Husian REsourcs Qrercir

Brent E. Griggs
SENIOR VicE PRESIDENT,
ASSET PROTECTION

Kevin J. Howard
SenioR VICE PRESIDENT AND
CHiee PRODECT ACTUARY
Lire axt ANsuimy

Carolyn M. Johnson

SENIOR VICE PRISIDENT AND

Criter Qperanions asp Techsoroey QFFCER

Carolyn King
Sexior VICE PRESIDENT,
ACQUISITIaNS

Wayne E. Stuenkel
SENIOR VICE PRESIDENT AND
CHIEF ACTUARY

Steven G. Walker
Sexton Vice PRESIDENT,
CONTROLLER, AND

Cuer Accounnse OFrrcr

Judy Wilson
Sexntoi VICE PRESIDENT,
Stk Varue Propucts

Principal
Operating Subsidiaries
Protective

Life Insurance Company
Empire General

Life Assurance Corporation
West Coast

Life Insurance Company
Protecrive

Life and Annuiry

Insurance Company

Lyndon Insurance Group, Inc.
and affiliates

Chase Insurance Life
and Annuity Company
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Financial Summary
Year ended December 31

{dollars in thousands except per share amounts} 2006 2005 2004 2003
Income statement data

Revenues $2.679.133 $2.109,204 $1.988,575 $1.957.525
Benelits and expenses 2,247,225 1.732.191 1,603374 1,632,113
Income before income 1ax 131,908 377013 385,201 323412
[ncome tax expense 150,347 130 4406 134,820 108,362
Net income from continuing operations 281.56] 246,567 250,381 217.050
Discontinued operations @

Change in accounting principle {15801

NET INCOME $281,561 $246,567 $234.380 $217.050
Balance sheet data
Total assers $39.795.294 $28.966,993 $27.211.378 $24.517.615
Deb $479.132 $482 532 $451.433 $461.329
Subordinated debentures @ 5524.743 $324.743 $324.743 $221.650
Non-recourse Funding Obligations $425.000 $125,000
Share-ewners” cquity $2.313.075 $2.183,660 $2.1066327 $2.002 14+
Accunmulated other comprehensive inconie (Joss) $12.431 $105.220 $296311 $332.585
Share-owners” equity excluding accumulated

other comprehensive income (loss)™ $2.300,644 $2.078.440 $1.870016 $1.669,359
Per share data‘®
Operating income from continuing operations - diluted $3.349 $3.70 $332 $2.79
Realized investment gains (losses)? 0.83 0.37 044 0.65
Derivative gains refated e corporaie debr.

investments and annuitics (0.20) (0.38) (.18 (0.20)
Relared amortization of deferred policy acquisinion costs (0.08) 0.23) {0.06) 017
Net income from cottinuing operations @ - diluted 3.94 346 3.52 3.07
Discontinued operations <9
Change in accounting principle (0.22)

NET INCOME - DILUTED $3.94 $3.46 $3.30 $3.07
Average shares vutstanding - diluted 71390513 71.350.54 71.064.539 70,644,642
Cash dividends $0.84 S0.76 30.685 $0.63
Market price of commaon stock at December 31 S47.5¢ 543.77 542.69 $33.684
Share-owners' cquity $33.06 $31.33 331,19 $29.02
Accumulated other comprehensive income (loss) $0.18 $1.31 $+.26 $4.82
Share-owners™ equity excluding accumulated

other comprehensive income $32.88 529.82 $26.93 $24,20
Commeon shares outstanding at December 31 69.964.648 69,694,049 09,449,889 68,991,701
Returmn on average L‘qtlil}’ (excluding accumulaied vther comprehensive ncome?™  12.9% 12.5% 13.3% 13.8%

I Netincome from continuing operations 15 1 non-GAAP measure which

is cqual w net income excluding income from discontinued operazions
and change in accounting principle.

Income trom discontinued operations in 2001 includes loss from sale
ol discontitued operations and loss from discontinued operations. net
of income X,

3 Relates wo the adopoon of Statement of Position 03-1 1ny
200+ and Staement of Fikineial Accounting Standards
No. 133 in 2001,

4 Relates 1o Monthly Income Preferred Secunties (M1PSsm).

Trust Onginared Preferred Sccurities (TOPrSsm). and FELINE

PRIDESsm Bssued by special purpose linance subsidiaries.




2002 2001 2000 1999 1998 1997 1996
$1.962.688 $1.609,603 $1.364,729 $1,155,321 $1.104.375 $980,865 $874,776
1.697.645 1,400,007 1,153,054 954,644 922,404 832,325 748,647
265,043 209,596 211,675 200,677 181,971 148,540 126,129
87,688 68.538 74,321 70,992 63,309 49.702 42,412
177,355 141,058 137,354 129,685 118,662 98,838 83,717
{30,522) 16,122 21,462 12,119 13,155 3,295
(7,593)
$177.355 102,943 153,476 151,327 130,781 111,993 89,012
$21.893 403 $19.718,824 $15,145,633 $12,994,164 $11,989,495 $10.511,635 $8,263.,205
$406.110 $376.211 $306.125 $236,023 $172,035 $120,000 $181.000
$215,000 $175,000 $190,000 $150,000 $245,000 $245,000 $53,000
$1,720,702 51,400,144 $1,114,058 $865,223 $944,194 $758,197 $615,316
$235914 $54.328 $(51,373) $(146,081) $55.,057 $61,727 $6,688
$1.484.788 $1.345.816 $1,165,431 $1,011,304 $889.137 $696,470 $608,628
$2.48 $2.21 $2.15 $1.98 $1.83 $1.57 $1.36
0.27 (0.09) {0.07) (0.0 0.03 0.06
.20 .10
(0.02) 0.0 (0.01) (.01 {0.04)
2.52 2.01 2.08 .96 1.85 1.57 1.38
(0.43} 0.24 0.33 0.19 0.21 0.08
(0.1D)
$2.52 $1.47 $2.32 $2.29 $2.04 $1.78 $1.46
70,462,797 69,950,173 66,281,128 66,161,367 64,087,744 62,849,618 60,969,604
$0.59 $0.55 $0.51 $0.47 $0.43 $0.39 $0.35
£27.52 $28.93 $32.25 $31.81 $30.81 $29.88 $19.94
$25.06 $20.42 $17.26 $13.41 $14.65 $12.30 $9.99
$3.44 $0.79 $(0.79) $(2.27) $0.85 $1.00 $0.11
$21.62 $19.63 $18.05 $15.68 $13.80 $11.30 $9.88
68,675,894 68,555,172 64,557,567 64,502,092 64,435,017 61,642,284 61,607,212
12.5% 7.9% 14.2% 15.9% 16.8% 17.2% 16.6%
5 Sharc-owners” equity excluding accumulated other comprehensive 8  Retumn on average equity (excluding accumulated other
income is a non-GAAP measure. Sharc-owners’ equity is a GAAP comprehensive income) is a non-GAAP measure which is equal
measure (0 which Share-owners’ equity excluding accurnulated other net incoine divided by average equity {excluding accumulated
comprehensive income may be compared. ather comprehensive income} for the most recent five quarners.
i Return on equity is a GAAP measure 10 which Return on
6 Prior periods have been restared 1o reflect a rwo-for-one stock split average equity {excluding accurnulzred other comprehensive
on Aprl 1. 1998, income) may be compared.
7 Net ol participating income [rom real estate ventures,
11




Performance Comparison

The following graph compares total returns on Protective’s common stock over the last five fiscal years

to the Standard & Pooer’s 500 Stock Index ("S&P 5007) and to & peer comparison group (“Peer Group”).
The graph assumes that $100 was invested on December 31, 2001, and that all dividends were reinvested.
Points on the graph represent performance as of the last business day of each of the years indicated.

Comparison of 5 Year Cumulative Total Return*
Among Protective, the 5&P 500 Index and a Peer Group
5200
$180
$160
$140
5120
$100
380
560
540
$20
50
12/01 12/02 12/03 12/04 12/05 12/06
PROTECTIVE LIFE CORPORATION S&P 500 PEER GROUP
2001 2002 2003 2004 2005 2006
Protective Life Corporation 100.00 96.97 121.92 156.61 16355 180.77
S & P 500 100.00 77.90 100.24 111.15 116.61 135.03
Peer Group 100.00 80.95 96.97 107.97 123.90 139.27

The companies included in the Peer Group index are the same as those companies in Protective’s 2006 comparison group
of companies for perfermance share awards under the Long-Term Incentive Plan. The index weights individual company
returns for stock market capitalization. The companies included in the Peer Group index are shown in the lollowing table.

Aflac Incorporated

Alfa Corporation

The Allstate Corporaticn

American Intemational Greup, Inc.
Ameriprise Financial, Inc.

Annuity and Life RE (Holdings), Lid.
Aon Corporanion

Assurant [nc.

CNA Financial Corporation
Conseco, [nc.

Delphi Financial Group, lne.

FBL Financial Group, Inc.
Genworth Financial, Inc.

Great American Financial Resources, Inc.,
The Hanover Insurance Group, Inc,

The Hartford Financial Services Group, Inc.
Horace Mann Corp.

Independence Holding Company

Kansas City Lile Insurance Company
Linceln National Corporation

Manulife Financial Com.

MertlLile, Inc.

National Western Lile Insurance Company
Nationwide Financial Services, Inc.

Old Republic Intemartional Corporation
Penn Treaty American Corporation

The Phoenix Companies, Inc.
Presidential Life Corporation
Principal Financial Group, Inc.
Protective Lile Corporation
Prudential Financial. [ne,
Reinsurance Group of America, Inc.
Scottish RE Group Limited
StanCerp Financial Group, Inc.
Torchmark Corporaticn

Unitrin, Ing

Universal American Finaneial Corp.
UnumProvident Corporation

The composition of the Peer Group has changed from that used in last year's proxy statement. Actna, Inc., AmerUS
Group Co., CIGNA Corporation, Erie Family Life Insurance Company, Jellerson-Pilor Corporation and UICT were
dcleted and Ameriprise Financial, Inc., Horace Mann Corp., and Manulite Finacial Corp. were added, so the business
mix of the companies in the Peer Group would more closely match Protective’s business mede! and some companies
were acquired during 2006.




Corporate Information

QUARTERLY STOCK PRICES AND DIVIDENDS

The Common Stock of Protective Life
Corporation is traded on the New York
Stock Exchange under the symbot PLL. The
following table sets forth the highest and
lowest closing prices and the amount of
cash dividends per share of Protective Life
Corporation Common Stock each quarter of
2006 and 2005.

2006 MarkeT PrICE PER SHARE

Quarter High Low Dividends pev Share
Ist $49.74 S44.20 $ .I95
2nd 550.40 S43.44 s 215
3rd $47.16 $43.04 s 215
+th $47.55 $43.97 § 215

2005 Marker Price Pir SHARE

Quarter High Low Dividends per Share
Ist 543.33 $38.99 s 75
2nd $42.27 $37.39 $ 195
3rd S44.4+4 $39.80 § 195
Ath S44.83 §41.07 § 195

Stock TRANSFER AGENT

The Bank of New York

Telephone: (800) 524-4458
Internet: hrtp://stock. bankefny.com

GENERAL CORRESPONDENCE
The Bank of New York
Sharcholder Relations
PO.Box 11258

Church Street Station

New York, NY 10286-1258

CerTIFICATE TRANSFERS/ADDRESS CHANGES
The Bank of New York

Receive and Deliver Department

PO.Box 11002

Church Street Station

New York, NY 10286-1002

D1vIDEND REINVESTMENT

The Bank of New York

Dividend Reinvestment Department
PO. Box 1958

Newark, NJ 07101-9774

CORPORATE INFORMATION
Corporate Headquarters
Proicctive Life Corporation
2801 Highway 280 South
Birmingham, AL 35223
Telephone: (205) 268-1000

INTERNET ADDRESS
http://www.protective.com

TrRADING MARKET
New York Stock Exchange

TRADING SYMBOLS

Common Stock- PL

7.5% Trust Originated Preferred Securities- PL Prs
7.25% Trust Originated Preferred Securities- PL PrA
6.125% Trust Originated Preferred Securities- PL PrB
7.25% Subordinated Debt Securities- PL PyD

ANNUAL MEETING
Monday, May 7 at 10:00 a.m., Central
Protective Life Corporation headquarters.

INVESTOR RELATIONS
Security analysts, investment professionals, and
share owners should direct their inquiries to:

Mr. John D. Johns
Chairman of the Board, President, and
Chiel Execurtive Officer

Mr. Gary Corsi
Executive Vice President and
Chief Financial Otficer

Mr. William L. Wann, Jr.
Vice President,
Corporate Finance/Investor Relations

ProTecTive LIFE CORPORATION
PO. Box 2606

Birmingham, Al. 35202
Telephone: (205) 268-1000
Fax: (203) 268-5547

INDEPENDENT ACCOUNTANTS
PricewaterhouseCoopers LLP
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UNITED STATES SECURITIES AND EXCHANGE COMMISSION PN
WASHINGTON, D. C. 20549

FORM 10-K IRED.

For the fiscal year ended December 31, 2006

or

[0 Transition Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934

For the transition period from to

Commission File Number 001-11339
PROTECTIVE LIFE CORPORATION

(Exact name of registrant as specified m its charter)
DELAWARE 95-2492236

(State or other jurisdiction of incorporation or organization) (IRS Employer ldentification Number)

2801 HIGHWAY 280 SOUTH
BIRMINGHAM, ALABAMA 35223
{Address of principal executive offices and zip code)

Registrant's telephone number, including area code (205) 268-1000
Securities registered pursuant to Section 12(b) of the Act:
Title of each class Name of each exchange on which registered

Common Stock, $0.50 Par Value New York Stock Exchange

PLC Capital Trust 11l 7.5% Trust Originated Preferred Sceurities, New York Stock Exchange
including the Guarantee of Protective Life Corporation

PLC Capital Trust 1V 7.25% Trust Originated Preferred Securitics, New York Stock Exchange
including the Guarantee of Protective Life Corporation

PLC Capital Trust V 6.125% Trust Originated Preferred Securities, New York Stock Exchange
including the Guarantee of Protective Life Corperation

7.25% Capital Securities New York Stock Exchange

Securities registered pursuant to Section 12(g) of the Act: None
Indicate by check mark if the registrant is a wetl-known seasoned issuer, as defined in Rule 403 of the Sccuritics Act. Yes B No O
Indicate by check mark if the registrant is not requized to file reports pursuant 1o Section 13 or Section 15(d) of the Exchange Act, Yes O No E

Note — Checking the box above will not relieve any registrant required to file reports pursuant to Section 13 or 15(d) of the Exchange Act from their
obligations under those Sections.

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d} of the Securities Exchange Act of 1934
during the preceding 12 months (or for such shorter period that the registrant was required to file such reperts), and (2) has been subject 1o such filing
requirements for the past 90 days. Yes 3 No OO

Indicate by check mark if disclosure of delinquent filers pursuant to ltem 405 of Regulation S-K is not contained herein, and will not be contained. to the best
of registrant’s knowledge, in definitive proxy or information statements incorporated by reference in Part 111 of this Form 10-K or any amendment to this Farm

10-K. O

Indicate by check mark whether the registrant is a large accelerated filer. an accelerated filer, or a non-accelerated filer. See definition of “accelerated filer and
large accelerated filer” in Rule 12b-2 of the Exchange Act. (Check one):

Large aceelerated filer M Accelerated Filer O Non-accelerated filer O

Indicate by check mark whether the registrant is a shell company {as defined in Rule 12b-2 of the Act). Yes O Nu ®

Aggregate market value of the registrant’s voting common stock held by non-affiliates of the registrant as of June 30, 2006: $3,185.877.234
Number of shares of Common Stock, $0.50 Par Value. outstanding as of February 27, 2007: 70,017,458
DOCUMENTS INCORPORATED BY REFERENCE

Portions of the Registrant’s Proxy Statement prepared for the 2007 annual meeting of share owners, pursuant to Regulation 14A, are incorporated by
reference into Part 111 of this Report.
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PART I
Item 1. Business

Protective Life Corporation (the “Company™} is a holding company whose subsidiaries provide financial
services through the production, distribution, and administration of insurance and investment products. Founded in
1907, Protective Life Insurance Company (“Protective Life”} is the Company's largest operating subsidiary. Unless the
context otherwise requires, the Company refers to the consolidated group of Protective Life Corporation and its
subsidiaries.

Copies of the Company’s Proxy Statement and 2006 Annual Report to Share-Owners will be furnished to
anyone who requests such documents from the Company. Requests for copies should be directed to: Share-Owner
Relations, Protective Life Corporation, P. O. Box 2606, Birmingham, Alabama 35202, Telephone (205)268-3573,
FAX (205)268-5547, Copies may also be requested through the Internet from the Company’s worldwide website
{www protective.com), The Company makes periodic and current reports available free of charge on its website as
soon as reasonably practicable after such material is electronically filed with or fumnished to the SEC. The information
incorporated herein by reference is also electronically accessible through the Internet from the “EDGAR Database of
Corporate Information” on the Securities and Exchange Commission’s worldwide website (www.sec.gov).

The Company operates several business segments each having a strategic focus. An operating segment is
generally distinguished by products and/or distribution channels. The Company’s operating segments are Life
Marketing, Acquisitions, Annuities, Stable Value Products, and Asset Protection. The Company has an additional
segment referred to as Corporate and Other which consists of net investment income on unallocated capital, interest on
debt, earnings from various investment-related transactions, and the operations of several non-strategic lines of
business, The Company periodically evaluates its operating segments in light of the segment reporting requirements
prescribed by Statement of Financial Accounting Standards Ne. 131, “Disclosures about Segments of an Enterprise and
Related Information,” and makes adjustments to its segment reporting as needed.

Additional information concerning the Company's business segments may be found in "Management's
Discussion and Analysis of Financial Condition and Results of Operations™ and Note 19 to Consolidated Financial
Statements included herein.

In the following paragraphs, the Company reports sales and other statistical information. These statistics are
used by the Company to measure the relative progress of its marketing and acquisition efforts, but may or may not have
an immediate impact on reported segment operating income. Sales data for traditional life insurance are based on
annualized premiums, while universal life sales are based on annualized planned (target) premiums plus 6% of amounts
received in excess of target premiums and 10% of single premiums. Sales of annuities are measured based on the
amount of deposits received. Stable value contract sales are measured at the time that the funding commitment is made
based on the amount of deposit to be received. Sales within the Asset Protection segment are generally based on the
amount of single premium and fees received.

These statistics are derived from the Company’s various sales tracking and administrative systems, and are not
derived from the Company’s financial reporting systems or financial statements, These statistics attempt to nteasure
some of the many factors that may affect future profitability, and therefore are not intended to be predictive of future
profitability.

Life Marketing

The Life Marketing segment markets level premium term insurance (“traditional life’), universal life (“UL™),
variable universal life and bank owned life insurance (“BOLI”) products on a national basis through a variety of
distribution channels. One distribution system is comprised of brokerage general agencies who recruit a network of
independent life agents. The segment also distributes insurance products through a network of experienced independent
personal producing general agents who are recruited by regional sales managers. The segment also distributes life
insurance products through stockbrokers and banks, through worksite arrangements, and through direct marketing
channels. The Company markets its BOLI products through independent marketing organizations that specialize in the
BOLI1 market,




The following table shows the Life Marketing segment’s sales measured by new premium.

Year Ended
December 31 Sales
(Dollars in millions}
2002 $224
2003 290
2004 262
2005 295
2006 228

Acquisitions

The Acquisitions segment focuses on acguiring, converting, and servicing policies acquired from other
comparnies. The segment’s primary focus is on life insurance policies and annuity products sold to individuals. These
acquisitions may be accomplished through acquisitions of companies or through the reinsurance of blocks of policies
from other insurers. Forty-four transactions have been closed by the segment since 1970, including 17 since 1989. The
level of the segment’s acquisition activity is predicated upon many factors, including available capital, operating
capacity, and market dynamics. The Company expects acquisition opportunities to continue to be available as the life
insurance industry continues to consolidate, however, management believes that the Company may face increased
competition for future acquisitions.

Most acquisitions closed by the Acquisitions segment do not include the acquisition of an active sales force,
thus policies acquired through the segment are typically “closed” blocks of business (no new policies are being
marketed). Therefore, the amount of insurance in-force for a particular acquisition is expected to decline with time due
to lapses, deaths and other termination of coverage. In transactions where some marketing activity was included, the
Company generally either ceased future marketing efforts or redirected those efforts to another segment of the
Company. However, in the case of the acquisition of West Coast Life Insurance Company (“West Coast™) which was
closed by the Acquisitions segment in 1997, the Company elected to continue the marketing of new policies and
operate West Coast as a component of the Company’s Life Marketing segment. Additionally, the Company has
continued the marketing of new annuity products associated with its 2006 acquisition of the Chase Insurance Group
(see below). New annuity product sales resulting from this acquisition are reported as a compenent of the Company’s
Annuities segment,

The Company believes that its focused and disciplined approach to the acquisition process and its experience
in the assimilation, conservation, and servicing of acquired policies provides a significant competitive advantage over
many other companies that attempt to make similar acquisitions.

Since most acquisitions consist of closed blocks of business, earnings and account values from the
Acquisitions segment are expected to decline with time unless new acquisitions are made. Therefore, the segment’s
revenues and earnings may fluctuate from year to year depending upon the level of acquisition activity.

In 2002, the Company coinsured a block of traditional life and interest-sensitive life insurance policies from
Conseco Variable Insurance Company.

On July 3, 2006, the Company completed its acquisition of the Chase Insurance Group, which consisted of
five insurance companies that manufacture and administer traditional life insurance and annuity products and four
refated non-insurance companies (which collectively are referred to as the “Chase Insurance Group.”) The Chase
Insurance Group is headquartered in Elgin, lllinois, and offers primarily level premium term and other traditional life
products, as well as fixed and variable annuity products. While the Company has ceased marketing the level premium
term and other traditional life products previously offered by the Chase Insurance Group, as noted above, it has
continued marketing the fixed and variable annuity products.

From time to time other of the Company’s business segments have acquired companies and blocks of policies
which are included in their respective results.




Annuities

The Annuities segment manufactures, sells, and supports fixed and variable annuity products. These products
are primarily sold through stockbrokers, but are also sold through financial institutions and independent agents and
brokers.

The Company’s fixed annuities include modified guaranteed annuities which guarantee an interest rate for a
fixed period. Because contract values for these annuities are “market-value adjusted” upon surrender prior to maturity,
these products afford the Company a measure of protection from the effects of changes in interest rates. The
Company’s fixed annuities also include single premium deferred annuities, book value annuities, and equity indexed
annuities which the Company began marketing during 2005. The Company’s variable annuities offer the policyholder
the opportuiity to invest in various investment accounts.

The following table shows fixed and variable annuity sales. The demand for annuity products is related to the
general level of interest rates and performance of the equity markets. Additionalty, as previously discussed, the
Company has continued the marketing of new annuity products associated with its 2006 acquisition of the Chase
[nsurance Group and includes such sales as a component of its Annuities segment. During 2006, $276 million of fixed
annuity sales were generated through the Chase Insurance Group distribution channels.

Year Ended Fixed Variable Total
December 31 Annuities Annuities Annuities
{Dollars in millions)
2002 $628 $325 $ 953
2003 164 350 514
2004 443 283 726
2005 275 312 587
2006 878 323 1.201

Stable Value Products

The Stable Value Products segment sells guaranteed funding agreements (“GFAs™) to special purpose entities
that in turn issue notes or certificates in smaller, transferable denominations. The segment also markets fixed and
floating rate funding agreements directly to the trustees of municipal bond proceeds, institutional investors, bank trust
departments and money market funds. During 2003, the Company registered a funding agreement-backed notes
program with the SEC. Through this program, the Company is able to offer notes to both institutional and retail
investors. As a result of the strong sales of these notes since their introduction in 2003, the amount available under this
program was increased by $4 billion in 2005 through a second registration. The segment's funding agreement-backed
notes complement the Company’s overall asset-liability management in that the terms of the funding agreements may
be tailored to the needs of Protective Life as the seller of the funding agreements, as opposed to solely meeting the
needs of the buyer.

Additionally, the segment markets guaranteed investment contracts (“GICs™) to 401(k) and other qualified
retirement savings plans. GICs are generally contracts which specify a return on deposits for a specified period and
often provide flexibility for withdrawals at book value in keeping with the benefits provided by the plan. The demand
for GICs is related to the relative attractiveness of the “fixed rate” investment option in a 401(k) plan compared to the
equity-based investment options available to plan participants.

The Company’s emphasis is on a consistent and disciplined approach to product pricing and asset/liability
management, careful underwriting of early withdrawal risks and maintaining low distribution and administration costs.
Most GIC contracts and funding agreements written by the Company have maturities of three to ten years.




The following table shows the stable value products sales.

Year Ended Funding
December 31 GICs Agreements Total
{Dollars in millions)

2002 $267 5 888 $1,155
2003 275 1,333 1,608
2004 59 1.524 1,583
2005 96 1316 1,412
2006 294 140 434

The Company chose not to participate in the institutional funding agreement-backed note market during 2006.
The rate of growth in account balances is affected by the amount of maturing contracts relative to the amount of new
sales.

Asset Protection

The Asset Protection segment primarily markets extended service contracts and credit life and disability
insurance to protect consumers’ investments in automobiles, watercraft, and recreational vehicles (“RV™). In addition,
the segment markets an inventory protection product (“[PP”) and a guaranteed asset protection (“GAP”) product. The
segment’s products are primarily marketed through a national network of 4,500 automobile, marine, and RV dealers.
The Asset Protection segment has also offered credit insurance through banks and consumer finance companies.

The Company is the 8" largest independent writer of credit insurance in the United States according to
industry surveys. These policies cover automobile loans made through automobile dealers throughout the United States
and consumer loans made by financial institutions located primarily in the southeastern United States. The Company’s
ranking with respect to the writing of credit insurance is expected to decline in 2007 and beyond as the segment
discontinues marketing these products through financial institutions.

On July 14, 2006, the Company completed its acquisition of the vehicle extended service contract business of
Western General, Western General is headquartered in Calabasas, California, and is a provider of vehicle service
contracts nationally, focusing primarily on the west coast market. In addition, Western General currently provides
extended service contract administration for several automobile manufacturers and provides used car service contracts
for a publicly-traded national dealership group.

The following table shows the insurance and related product sales measured by new premium.

Year Ended

December 31 Sales
(Dellars in millions)

2002 $468

2003 472

2004 460

2005 489

2006 536

In 2006, approximately 63% of the segment’s sales were through the automobile dealer distribution channel,
and approximately 52% of the segment’s sales were extended service contracts. A portion of the sales and resulting
premium are reinsured with producer-affiliated reinsurers.




Corporate and Other

The Company has an additional segment referred to as Corporate and Other. The Corporate and Other
segment primarily consists of net investment income and expenses not attributable 1o the other business segments
described above (including net investment income on unallocated capital and interest on debt), This segment also
includes earnings from several non-strategic lines of business (primarily cancer insurance, residual value insurance,
surety insurance, and group annuities), various investment-related transactions, and the operations of several small
subsidiaries. The earnings of this segment may fluctuate from year to year.

Investments

The types of assets in which the Company may invest are influenced by various state laws which prescribe
qualified investment assets. Within the parameters of these laws, the Company invests its assets giving consideration to
such factors as liquidity needs, investment quality, investment return, matching of assets and liabilities, and the overall
composition of the investment portfolio by asset type and credit exposure. For further information regarding the
Company's investments, the maturity of and the concentration of risk among the Company's invested assets, derivative
financial instruments, and liquidity, see Notes 2 and 4 to Consolidated Financial Statements, and “Management's
Discussion and Analysis of Financial Condition and Results of Operations.”

A significant portion of the Company's bond portfolio is invested in mortgage-backed securities. Mortgage-
backed securities are constructed from pools of residential mortgages and may have cash flow volatility as a result of
changes in the rate at which prepayments of principal oceur with respect to the underlying loans. Prepayments of
principal on the underlying residential loans can be expected to accelerate with decreases in interest rates and diminish
with increases in interest rates. The Company has not invested in the higher risk tranches of mortgage-backed
securities (except mortgage-backed securities issued in securitization transactions sponsored by the Company). In
addition, the Company has entered into derivative contracts to offset the volatility in the market value of its mortgage-
backed securities.

The table below shows a breakdown of the Company’s mortgage-backed and asset-backed securities portfolio
by type at December 31, 2006. Planned amortization class securities (“PACs”) pay down according to a schedule.
Asset-backed securities (“ABS”) pay down based on cash flow received from the underlying pool of assets, such as
receivables on auto loans, student loans, credit cards, etc. Sequentials receive payments in order until each class is paid
off. Pass through securities receive principal as principal of the underlying mortgages is received. The CMBS are
commercial mortgage-backed securities issued in securitization transactions. Portions of the CMBS are sponsored by
the Company, in which the Company securitized portions of its mortgage loan portfolio.

Percentage of
Mortgage-Backed and
Asset-Backed

Type Securities
Sequential 473 %
PAC 21.0
CMBS 9.1
Pass Through 8.5
ABS 5.6
Other 8.5

100.0 %

The Company obtains ratings of its fixed maturities from Moody's Investors Service, Inc. (“Moody's™),
Standard & Poor's Corporation (“S&P”) and Fitch Ratings (“Fitch™). If a bond is not rated by Moody's, S&P, or Fitch,
the Company uses ratings from the Securities Valuation Office of the National Association of I[nsurance
Commissioners (“NAIC™), or the Company rates the bond based upon a comparison of the unrated issue to rated issues
of the same issuer or rated issues of other issuers with similar risk characteristics. At December 31, 2006, over 99% of
bonds were rated by Moody's, S&P, Fitch, and/or the NAIC.




The approximate percentage distribution of the Company’s fixed maturity investments by quality rating at
Deccember 31, 2006, 15 as follows:

Percentage of Fixed

Rating Maturity Investments
AAA 46.2 %
AA 6.8
A 18.4
BBB 27.0
BB or less 1.6
100.0 %

At December 31, 2006, approximately $21.0 billion of the Company's $21.4 billion bond portfolio was
invested in U.S. Government or agency-backed securities or investment grade bonds and approximately $0.4 billion of
its fixed maturities portfolio was rated less than investment grade, of which $22.7 million were securities issued in
Company-sponsored commercial mortgage loan securitizations,

Risks associated with investments in less than investment grade debt obligations may be significantly higher
than risks associated with investments in debt securities rated investment grade. Risk of loss upon default by the
borrower is significantly greater with respect to such debt obligations than with other debt securities because these
obligations may be unsecured or subordinated to other creditors. Additionally, there is often a thinly traded market for
such securities and current market quotations are frequently not available for some of these securities. Issuers of less
than investment grade debt obligations usually have higher levels of indebtedness and are more sensitive to adverse
economic conditions, such as recession or increasing interest rates, than investment-grade issuers.

The Company also invests a significant portion of its portfolio in mortgage loans. The Company generally
does not lend on speculative properties and has specialized in making loans on either credit-oriented commercial
properties or credit-anchored strip shopping centers. The average size of loans made during 2006 was $3.2 million.
The average size mortgage loan in the Company's portfolio is approximately $2.5 million. The largest single loan
amount is $26.5 million.

The following table shows a breakdown of the Company’s mortgage loan portfolio by property type at
December 31, 2006:

Percentage of
Mortgage Loans

Property Type on Real Estate
Retail 683 %
Office Buildings 11.9
Apartments 10.0
Warehouses 7.1
Other 2.7

100.0 %




Retail loans are predominantly on strip shopping centers anchored by one or more regional or national retail
stores. The anchor tenants enter into long-term leases with the Company's borrowers. These centers provide the basic
necessities of life, such as food, pharmaceuticals, and clothing, and have been relatively insensitive to changes in
economic conditions. The following arc the largest anchor tenants (measured by the Company's exposure) at
December 31, 2006:

Percentage of
Mortgage Loans

Anchor Tenants

on Real Estate

Walgreen Corporation
Food Lion, Inc.
Wal-Mart Stores Inc.
Lone Star Funds
Tractor Supply Co.

24%
2.3
2.1
1.5
1.4

The Company's mortgage lending criteria generally require that the loan-to-value ratio on each mortgage be at
or less than 75% at the time of origination. Projected rental payments from credit anchors (i.e., excluding rental
payments from smaller local tenants) generally exceed 70% of the property's projected operating expenses and debt
service. The Company alse offers a commercial loan product under which the Company will permit a loan-to-vatue
ratio of up to 85% in exchange for a participating interest in the cash flows from the underlying real cstate.
Approximately $493.0 million of the Company’s mortgage loans have this participation feature.

Many of the Company's mortgage loans have call or interest rate reset provisions between 3 and 10 years.
However, if interest rates were to significantly increase, the Company may be unable to call the loans or increase the
interest rates on its existing mortgage loans commensurate with the significantly increased market rates.

At December 31, 2006, $15.8 million or 0.4% of the mortgage loan portfolic was nonperforming. [t is the
Company’s policy to cease to carry accrued intercst on loans that are over 90 days delinquent. For loans less than
90 days delinquent, interest is accrued unless it is determined that the accrued interest is not collectible. 1f a loan
becomes over 90 days delinquent, it is the Company’s general policy to inittate foreclosure proceedings unless a
workout arrangement to bring the loan current is in place.

Between 1996 and 1999, the Company securitized $1.4 billion of its mortgage loans. The Company sold the
senior tranches while retaining the subordinate tranches. The Company continues to service the securitized mortgage
loans. At December 31, 2006, the Company had investments related to retained beneficial interests of mortgage loan
securitizations of $173.4 million.

As a general rule, the Company does not invest directly in real estate. The investment real estate held by the
Company consists largely of properties obtained through foreclosures or the acquisition of other insurance companies.
In the Company's experience, the appraised value of a foreclosed property often approximates the mortgage loan
balance on the property plus costs of foreclosure. Also, foreclosed properties often generate a positive cash flow
enabling the Company to hold and manage the property until the property can be profitably sold.

The following table shows the investment results from continuing operations of the Company:

Cash, Accrued Percentage Realized Investment
Investment Earned on Gains (Losses)
Income, and Average of Derivative
Year Ended Investments at Net Investment Cash and Financial All Other
December 31 December 31 Income Investments Instruments Investments
{Dollars in thousands)
2002 S$15.765.420 $1.022.953 7.0% $ 28.308 $ 910
2003 17.752.081 1.030.752 6.4 12,550 58.064
2004 19.712.244 1,084,217 6.1 19.591 28.305
2005 20.741.423 1.180.502 5.8 (30.881) 49393
2006 28,299.749 1.419.778 6.0 (21.516) 104,084




Life Insurance in Force

The following table shows life insurance sales by face amount and life insurance in force.

Year Ended December 31

2006 2005 2004 2003 2002
{Dollars in thousands)
New Business Written
"Life Marketing $ 81,389,241 $ 60,435,133 $ 77,917,553 $102,154.269 $ 67,827,198
Group Products'” . 67,405 44,567
Asset Protection 3,095,205 3,770,783 5,702,146 6,655,790 4,516,350
Total $ 84,484,446 $ 64,205916 $ 83,619,699 $108,877,464 % 72,388,115
Business Acquired
Acquisitions $224.498,169 $ 3,859,788
Insurance in Force at End of
Year?
Life Marketing $453,937.534 $435,430,943 $372,395,267 $305,939.864 $225,667,767
Acquisitions 265,837,876 26,861,772 29,135,715 30,755,635 27,372,622
Group Products'" 710,358 5,015,636
Asset Protection 4,718,018 5,496,543 6,807,494 9,088,963 12,461,564
Total $724,493,428 $467,789,258 $408,338,476 $346,494,820  $270,517 589

(1) On December 31, 2001, the Company completed the sale of substantially all of its Dental Division, with which the group products are
associated.

{2} Reinsurance assumed has been included; reinsurance ceded (2006 - $576,790,608; 2005 - $393.605,152; 2004 - 5354, 015,938; 2003
§292,740,795: 2002 - $219,025,215) has not been deducted.

The ratio of voluntary terminations of individual life insurance to mean individual life insurance in force,
which is determined by dividing the amount of insurance terminated due to lapses during the year by the mean of the
insurance in force at the beginning and end of the year, adjusted for the timing of major acquisitions was:

Ratio of

Year Ended Voluntary
December 31 Terminations

2002 4.7%

2003 4.1

2004 4.6

2005 4.2

2006 3.9

Investment Products in Force

The amount of investment products in force is measured by account balances. The following table shows
stable value product and annuity account balances. Most of the variable annuity account balances are reported in the
Company’s financial statements as liabilities related to separate accounts.

Stable Modified
Value Guaranteed Fixed Variable
December 31 Products Annuities Annuities Annuittes
(Dollars in thousands)
2002 $£4,018,552 $2,390,440 $ 955,886 $1,864,993
2003 4,676,531 2,286,417 851,165 2,388,033
2004 5,562,997 2,406,426 753,832 2,612,077
2005 6,057,721 2,348,037 777,422 2,639,670
2006 5,513,464 2,424 218 4,981,587 4,302,413




Underwriting

The underwriting policies of the Company's insurance subsidiaries are established by management. With
respect to individual insurance, the subsidiaries use information from the application and, in some cases, inspection
reports, attending physician statements, or medical examinations to determine whether a policy should be issued as
applied for, other than applied for, or rejected. Medical examinations of applicants are required for individual life
insurance in excess of certain prescribed amounts {which vary based on the type of insurance} and for most individual
insurance applied for by applicants over age 50. In the case of "simplified issue" policies, which are issued primarily
through the Asset Protection segment and the Life Marketing segment in the payroll deduction market, coverage is
rejected if the responses to certain health questions contained in the application indicate adverse health of the applicant.
For other than "simplified issue” policies, medical examinations are requested of any applicant, regardless of age and
amount of requested coverage, if an examination is deemed necessary to underwrite the risk. Substandard risks may be
referred to reinsurers for evaluation of the substandard risk.

The Company's insurance subsidiaries generally require blood samples to be drawn with individual insurance
applications above certain face amounts based on the applicant’s age, except in the worksite and BOLI markets where
limited blood testing is required. Blood samples are tested for a wide range of chemical values and are screened for
antibodies to the HIV virus. Applications also contain questions permitted by law regarding the HIV virus which must
be answered by the proposed insureds.

During third quarter of 2006, the Company introduced an advanced underwriting system, TeleLife®, through
the brokerage agent distribution channel for traditional insurance. TeleLife® streamlines the application process
through a telephonic interview of the applicant, schedules medical exams, accelerates the underwriting process and the
ultimate issuance of a policy, mostly through electronic means, as well as reduces the number of attending physictan
statements,

Reinsurance Ceded

The Company’s insurance subsidiaries cede insurance to other insurance companies. The ceding insurance
company remains liable with respect to ceded insurance should any reinsurer fail to meet the obligations assumed by it.
The Company also has used reinsurance to reinsure guaranteed minimum death benefit (*“GMDB”) claims in its
variable annuity contracts.

During 2006, the life reinsurance market continued the process of consolidation and tightening, resulting in a
higher net cost of reinsurance for much of the Company’s life insurance business. The Company has also been
challenged by changes in the reinsurance market which have impacted management of capital, particularly in the
Company’s term life business which is required to hold reserves pursuant to the Valuation of Life Insurance Policies
Regulation (“Regulation XXX"). In response to these challenges, in 2005 the Company reduced its overall reliance on
reinsurance by changing from cotnsurance to yearly renewable term reinsurance arrangements for certain newly issued
traditional life products. Additionally in 2005, for certain newly issued traditional life products, the Company
increased, from $500,000 to $1,000,000, the amount of insurance it will retain on any one life. The Company’s
maximum retention for newly issued universal life products is $1,000,000. In order to fund the additional statutory
reserves required as a result of these changes in the Company’s reinsurance arrangements, the Company has established
a surplus notes facility under which it may issue up to an aggregate of $600 million of non-recourse funding obligations
through June 2007.

At December 31, 2006, the Company had insurance in force of $724.1 billion of which approximately
$576.8 billion was ceded to reinsurers, See Note 8 to Consolidated Financial Statements for additional information

related to the Company’s use of reinsurance.

Policy Liabilities and Accruals

The applicable insurance laws under which the Company's insurance subsidiaries operate require that each
insurance company report policy liabilities to meet future obligations on the outstanding policies. These liabilities are
the amounts which, with the additional premiums to be received and interest thereon compounded annually at certain
assumed rates, are calculated in accordance with applicable law to be sufficient to meet the various policy and contract




obligations as they mature. These laws specify that the liabilities shall not be less than liabilities calculated using
certain named mortality tables and interest rates.

The policy liabilities and accruals carried in the Company's financial reports presented on the basis of
accounting principles generally accepted in the United States of America (“U.S. GAAP™) differ from those specified by
the laws of the various states and carried in the insurance subsidiaries’ statutory financial statements {presented on the
basis of statutory accounting principles mandated by state insurance regulations). For policy liabilities other than those
for universal life policies, annuity contracts, GICs, and funding agreements, these differences arise from the use of
mortality and morbidity tables and interest rate assumptions which are deemed to be more appropriate for financial
reporting purposes than those required for statutory accounting purposes; from the introduction of lapse assumnptions
into the calculation; and from the use of the net level premium method on all business, Policy liabilities for universal
life policies, annuity contracts, GICs, and funding agreements are generally carried in the Company's financial reports
at the account value of the policy or contract plus accrued interest.

Federal Income Tax Consequences

Existing federal laws and regulations affect the taxation of the Company’s products. Income tax payable by
policyholders on investment earnings is deferred during the accumulation period of certain life insurance and annuity
products. This favorable tax treatment may give certain of the Company’s products a competitive advantage over other
non-insurance preducts. To the extent that the Code is revised to reduce the tax-deferred status of life insurance and
annuity products. or to increase the tax-deferred status of competing products, all life insurance companies, including
the Company and its subsidiaries, will be adversely affected with respect to their ability to sell such products. Also,
depending upon grandfathering provisions, the Company will be affected by the surrenders of existing annuity contracts
and life insurance policies.

Additionally, if enacted, proposed changes in the federal tax law would establish new tax-advantaged
retircment and life savings plans that will reduce the tax advantage of investing in life insurance or annuity products.
Such proposals include changes that create new non-life-insurance vehicles for tax-exempt savings, and such proposals
sometimes include provisions for more generous annual limits on contributions, etc.

In addition, life insurance products are often used to fund estate tax obligations. Federal law phases out, and
ultimately eliminates, the U.S. estate tax in 2010. The same law, if not explicitly extended by Congress and the
President via new legislation, reinstates in full the U.S. estate tax in 2011. President Bush and certain members of
Congress have expressed a desire to either more quickly phase-out, or completely repeal the U.S. estate tax. If the U.S.
cstate tax is significantly reduced or repealed, the demand for certain life insurance products will be adversely affected.

Additionally, the Company is subject to the federal corporation income tax. The Company cannot predict
what changes 1o tax law or interpretations of existing tax law may ultimately be enacted or adopted or whether such
changes will adversely affect the Company,

The Company's insurance subsidiaries are taxed by the federal government in a manner similar to companies
in other industries. However, certain restrictions apply regarding the consolidation of recently-acquired life insurance
companies into the Company’s consolidated U.S. income tax return. Additionally, restrictions apply to the combining,
in a consolidated U.S. income tax return, of life-insurance-company taxable income with non-life-insurance-company
taxable losses. For 2006, the Company will consolidate all of its subsidiaries into its consolidated U.S. income tax
return except for the five recently-acquired Chase life insurance companies. The Chase life insurance companies will
file either stand-alone U.S. income tax returns or will join in the filing of a separate U.S. consolidated income tax
return.

Under pre-1984 U.S. tax law, a significant amount of the Company’s taxable income was not currently taxed.
Instead, it was accurmulated in a memorandum, or policyholders' surplus, account. Such income was subject to taxation
only when it was either distributed or accumulated in excess of certain prescribed limits. The $70.5 million balance in
the Company’s policyholders’ surplus account as of December 31, 2003, has been carried forward without change since
that date. Legislation was enacted in 2004 which permitted a life insurance company to reduce, during 2005 and 2006,
its policyhoiders™ surplus account balances without such reductions being subject to taxation. During 2006, the
Company followed this legislation and reduced its policyholders’ surplus account balances to zero.




Competition

Life and health insurance is a mature and highly competitive industry. In recent years, the industry has
experienced little growth in lite insurance sales, though the aging population has increased the demand for retirement
savings products. The Company encounters significant competition in all lines of business from other insurance
companies, many of which have greater financial resources than the Company and which may have a greater market
share, offer a broader range of products, services or features, assume a grealter level of risk, have lower operating or
financing costs, or have lower profitability expectations than the Company. The Company also faces competition from
other providers of financial services. Competition could result in, among other things, lower sales or higher lapses of
existing products.

The Company’s move away from relying on reinsurance for newly written traditional life products results in a
net reduction of current taxes (but an increase in deferred taxes). The Company allocates the benefits of reduced
current taxes to the life marketing segment and the profitability and competitive position of certain products is
dependent on the continuation of existing tax rules and interpretations and the Company’s ability to generate taxable
income.

The insurance industry is consolidating, with larger, potentially more efficient organizations emerging from
consolidation. Participants in certain of the Company’s independent distribution channels are also consolidating into
larger organizations. Some mutual insurance companies have converted to stock ownership, which gives them greater
access to capital markets. The ability of banks to increase their securitics-related business or to affiliate with insurance
companies may materially and adversely affect sales of all of the Company’s products by substantially increasing the
number and financial strength of potential competitors.

The Company's ability to compete is dependent upon, among other things, its ability to attract and retain
distribution channels to market its insurance and investment products, its ability to develop competitive and profitable
products, its ability to maintain low unit costs, and its maintenance of strong ratings from rating agencies.

As technology evolves, comparison of a particular product of any company for a particular customer with
competing products for that customer is more readily available, which could lead to increased competition as well as
agent or customer behavior. including persistency, that differs from past behavior.

Regulation

The Company and its subsidiaries are subject to government regulation in each of the states in which they
conduct business. Such regulation is vested in state agencies having broad administrative power dealing with many
aspects of the Company’s business, which may include, among other things, premium rates, reserve requirements,
marketing practices, advertising, privacy, policy forms, reinsurance reserve requirements, and capital adequacy, and is
concerned primarily with the protection of policyholders and other customers rather than share-owners,

The purchase of life insurance products is limited by state insurable interest laws, which generally require that
the purchaser of life insurance have some interest in the sustained life of the insured. To some extent, the insurable
interest laws present a barrier to the tife settlement, or “stranger-owned™ industry. in which a financial entity acquires
an interest in life insurance proceeds, and efforts have been made in some states to strengthen as well as clarify the
insurable interest laws, To the extent these laws are relaxed, the Company’s lapse assumptions may prove to be unduly
optinstic.

A life insurance company's statutory capital is computed according to rules prescribed by the NAIC, as
modtified by state law. Generally speaking, other states in which a company does business defer to the interpretation of
the domiciliary state with respect to certain NAIC rules, unless inconsistent with the other state’s law. Statutory
accounting rules are different from U.S. GAAP and are intended to reflect a more conservative view by, for example,
requiring immediate expensing of policy acquisition costs and use of more conservative computations of policy
liabilities. The NAIC's risk-based capital requirements require insurance companies to calculate and report information
under a risk-based capital formula. These requirements are intended to allow insurance regulators to identify
inadequately capitalized insurance companies based upon the types and mixtures of risks inherent in the insurer's
operations. The formula includes components for asset risk, liability risk, interest rate exposure, and other factors.




Based upon the December 31, 2006 statutory financial reports, the Company's insurance subsidiaries are adequately
capitalized under the formula.

The Company's insurance subsidiaries are required to file detailed annual reports with the supervisory
agencies in each of the junsdictions in which they do business and their business and accounts are subject to
examination by such agencies at any time. Under the rules of the NAIC, insurance companies are examined
periodically {generally every three to five years) by one or more of the supervisory agencies on behalf of the states in
which they do business. At any given time, a number of financial and/or market conduct examinations of the
Company’s subsidiaries may be ongoing. To date, no such insurance departiment examinations have produced any
significant adverse findings regarding any insurance company subsidiary of the Company.

Under insurance guaranty fund laws, in most states insurance companies doing business therein can be
assessed up to prescribed limits for policyholder losses incurred by insolvent companies. Although the Company
cannot predict the amount of any future assessments, most insurance guaranty fund laws currently provide that an
assessment may be excused or deferred if it would threaten an insurer's own financial strength. The Company's
insurance subsidiaries were assessed immaterial amounts in 2006, which will be partially offset by credits against future
slale premium laxes.

In addition, many states, including the states in which the Company's insurance subsidiaries are domiciled,
have enacted legislation or adopted regulations regarding insurance holding company systems. These laws require
registration of and periodic reporting by insurance companies domiciled within the jurisdiction which control or are
controlled by other corporations or persons so as to constitute an insurance holding company system. These laws also
affect the acquisition of control of insurance companies as well as transactions between insurance companies and
companies controlling them. Most states, including Tennessee where Protective Life is domiciled, require
administrative approval of the acquisition of control of an insurance company domiciled in the state or the acquisition
of control of an insurance holding company whose insurance subsidiary is incorporated in the state. [n Tennessee, the
acquisition of 10% of the voting securitics of an entity is generally deemed to be the acquisition of control for the
purpose of the insurance holding company statute and requires not only the filing of detailed information concerning
the acquiring parties and the plan of acquisition, but also administrative approval prior to the acquisition.

The states in which the Company's insurance subsidiaries are domiciled impose certain restrictions on the
insurance subsidiaries’ ability to pay dividends to Protective Life Corporation. These restrictions are generally based in
part on the prior year’s statutory income and surplus. In general, dividends up to specified levels are considered
ordinary and may be paid without prior approval. Dividends in larger amounts are subject to approval by the insurance
commissioner of the state of domicile. The maximum amount that would qualify as ordinary dividends to Protective
Life Corporation by its insurance subsidiaries in 2007 is estimated to be $446.7 million. No assurance can be given that
more stringent restrictions will not be adopted from time to time by states in which the Company's insurance
subsidiaries are domiciled; such restrictions could have the effect, under certain circumstances, of significantly reducing
dividends or other amounts payable to the Company by such subsidiaries without affirmative prior approval by state
regulatory authorities.

The Company’s insurance subsidiaries may be subject to regulation by the United States Department of Labor
when providing a variety of products and services to employee benefit plans governed by the Employee Retirement
Income Security Act (“ERISA™). Severe penalties are imposed for breach of duties under ERISA.

Certain policies, contracts and annuities offered by the Company’s subsidiaries are subject to regulation under
the federal securities laws administered by the Securities and Exchange Commission (“SEC™). The federal securities
laws contain regulatory restrictions and criminal, administrative and private remedial provisions.

Additional issues related to regulation of the Company and its insurance subsidiaries are discussed in
"Management's Discussion and Analysis of Financial Condition and Results of Operations" included herein.




Employees

At December 31, 2006, the Company had 2,743 employees, including 1,246 employees in Birmingham,
Alabama. The Company believes its relations with its employees are satisfactory. Most employees are covered by
contributory major medical, dental, group life, and long-term disability insurance plans. The cost of these benefits to
the Company in 2006 was approximately $10.7 million. In addition. substantially all of the employees are covered by a
defined benefit pension plan. The Company also matches employee contributions to its 401(k) Plan and makes
discretionary profit sharing contributions for employees not otherwise covered by a bonus or sales incentive plan. See
Note 12 to Consolidated Financial Statements.

Executive Officers

The executive officers of the Company as of March 1, 2007 are as follows:

Name Age Position
John D. Johns 55  Chairman of the Board, President, Chief Executive Officer, and a Director
Richard J. Bielen 46  Executive Vice President, Chief Investment Officer, and Treasurer
R. Stephen Briggs 57  Executive Vice President, Life and Annuity
Gary Corsi 52 Executive Vice President and Chief Financial Officer
D. Scott Adams 42 Senior Vice President and Chief Human Resources Officer
Brent E. Griggs 51  Senior Vice President, Asset Protection
Kevin J. Howard 47  Senior Vice President and Chief Product Actuary, Life and Annuity
Carolyn King 56  Senior Vice President, Acquisitions
Carolyn M. Johnson 46 Senior Vice President, Chief Operations and Technology Officer
Deborah J. Long 53 Scnior Vice President, Secretary, and General Counsel
Wayne E. Stuenkel 53 Senior Vice President and Chief Actuary
Carl S. Thigpen 50  Senior Vice President and Chief Mortgage and Real Estate Officer
Steven G. Walker 47  Senior Vice President, Controller, and Chief Accounting Officer
Judy Wilson 48  Senior Vice President, Stable Value Products

All executive officers are elected annvally and serve at the pleasure of the Board of Directors. None of the
exccutive officers are related to any director of the Company or to any other executive officer.

Mr. Johns has been Chairman of the Board of the Company since January 2003, and President and Chief
Executive Officer of the Company since December 2001, He has been a Director of the Company since May 1997,
Mr. Johns has been employed by the Company and its subsidiaries since 1993,

Mr. Bielen has been Executive Vice President, Chicf Investiment Officer, and Treasurer since September 2006,
From January 2002 to September 2006, he was Senior Vice President, Chief Investment Officer and Treasurer,
Mr. Biclen has been employed by the Company and its subsidiaries since 1991,

Mr. Briggs has been Executive Vice President, Life and Annuity, of the Company since January 2003. From
October 1993 to January 2003, he served as Executive Vice President, Individual Life Division. Mr. Briggs has been
associated with the Company and its subsidiaries since 1971.

Mr. Corsi has been Executive Vice President and Chief Financial Officer of the Company since September
2006. From June 2003 to September 2006, Mr. Corsi was Vice President and Chief Financial Officer of Sun Life
Financial U.S. From 2002 to June 2003, he held the interim position of Chief Internal Auditor for Sun Life Financial's
worldwide operations. From 1998 to 2002, Mr. Corsi was President and Chief Executive Officer of Spectrum
Investment Management, Inc.




Mr. Adams has been Senior Vice President and Chief Human Resources Officer of the Company since
April 2006. From May 2005 to March 2006, he served as an Executive Search Consultant for the wealth and
investment management business sector with Anderson & Associates in Charlotte, NC. From 1996 to 2004,
Mr. Adams was Senior Vice President and Human Resource Executive for the Wealth and Investment Management
business of Bank of America.

Mr. Griggs has been Senior Vice President, Asset Protection, of the Company since February 2003. He served
as Vice President, Operations of the Asset Protection Division of Protective Life Insurance Company from January
1998 10 February 2003. Mr. Griggs has been employed by the Company and its subsidiaries since 1997.

Mr. Howard has been Senior Vice President and Chief Product Actuary, Life and Annuity of the Company
since November 2006. Mr. Howard served as Vice President and Chief Product Actuary, Life and Annuity of the
Company from April 2005 to November 2006. From April 2000 to April 2005, he served as Vice President, Product
Development of Empire General Life Assurance Corporation, a subsidiary of the Company.

Ms. King has been Senior Vice President. Acquisitions of the Company since December 2003. Ms. King
served as Senior Vice President. Life and Annuity of the Company from January 2003 until December 2003. From
April 1995 to January 2003, she served as Senior Vice President, Investment Products Division.

Ms. Johnson has been Senior Vice President, Chief Operations and Technology Officer of the Company since
November 2006. Ms. Johnson served as Senior Vice President, Chief Operating Officer, Life and Annuity of the
Company from August 2004 to November 2006. From 2003 to 2004, she served as Senior Vice President, Bankers
Life and Casualty. Ms. Johnson was Senior Vice President of AEGON’s Western Reserve Life from 2000 to 2003,

Ms. Long has been Senior Vice President, Secretary and General Counsel of the Company since November
1996. Ms. Long has been employed by the Company and its subsidiaries since 1994,

Mr. Stuenkel has been Senior Vice President and Chief Actuary of the Company since March 1987,
Mr. Stuenkel has been employed by the Company and its subsidiaries since 1978.

Mr. Thigpen has been Senior Vice President and Chief Mortgage and Real Estate Officer of the Company
since January 2002, From March 2001 to January 2002, he was Senior Vice President, Investments. Mr. Thigpen has
been employed by the Company and its subsidiaries since 1984,

Mr. Walker has been Senior Vice President, Controller. and Chief Accounting Officer of the Company since
March 2004. From September 2003 through March 2004, he served as Vice President, Controller, and Chief
Accounting Officer of the Company. From August 2002 to September 2003, he served as Vice President and Chief
Financial Officer of the Asset Protection Division of the Company. From November 1998 through July 2002,
Mr. Walker served as Senior Vice President and Chief Financial Officer of Aon Integramark,

Ms. Wilson has been Senior Vice President, Stable Value Products of the Company since January 1995,
Ms. Wilson has been employed by the Company and its subsidiaries since 1991,

Certain of these executive officers also serve as executive officers and/or directors of various other Company
subsidiaries.




Ttem 1A. Risk Factors and Cautionary Factors that may Affect Future Results

The operating results of companies n the insurance industry have historically been subject to significant
fluctuations. The factors which could affect the Company’s future results include, but are not limited to, general
economic conditions and the known trends and uncertainties which are discussed more fully below.

The Company is exposed to the risks of natural disasters, pandemics, malicious and terrorist acts that could
adversely affect the Company’s operations.

While the Company has obtained insurance, implemented risk management and contingency plans, and taken
preventive measures and other precautions, no predictions of specific scenarios can be made nor can assurance be given
that there are not scenarios that could have an adverse effect on the Company. A natural disaster, pandemic, or an
outbreak of an easily communicable disease could adversely affect the mortality or morbidity experience of the
Company or its reinsurers. A pandemic could also have an adverse effect on lapses and surrenders of existing policies,
as well as sales of new policies. In addition, a pandemic could result in large areas being subject to quarantine, with the
result that economie activity slows or ceases, adversely affecting the marketing or administration of the Company’s
business within such area and/or the general economic climate, which in turn could have an adverse affect on the
Company. The possible macroeconomic effects of a pandemic could also adversely affect the Company’s asset
portfolio, as well as many other variables.

The Company operates in a mature, highly competitive industry, which could limit its ability to gain or maintain its
position in the industry and negatively affect profitability.

Life and health insurance is a mature and highly competitive industry. In recent years, the industry has
experienced little growth in life insurance sales, though the aging population has increased the demand for retirement
savings products. The Company encounters significant competition in all lines of business from other insurance
companies, many of which have greater financial resources than the Company and which may have a greater market
share, offer a broader range of products, services or features, assume a greater level of risk, have lower operating or
financing costs, or have lower profitability expectations than the Company. The Company also faces competition from
other providers of financial services. Competition could result in, among other things, lower sales or higher lapses of
existing products.

The Company’s move away from relying on reinsurance for newly written traditional life products results in a
net reduction of current taxes (but an increase in deferred taxes.) The Company allocates the benefits of reduced
current taxes to the life marketing segment and the profitability and competitive position of certain products is
dependent on the continuation of existing tax rules and interpretations and the Company’s ability to generate taxable
income.

The insurance industry is consolidating, with larger, potentially more efficient organizations emerging from
consolidation. Participants in certain of the Company’s independent distribution channels are also consolidating into
larger organizations. Some mutual insurance companies have converted to stock ownership, which gives them greater
access (o capital markets. The ability of banks to increase their securities-related business or to affiliate with insurance
companies may materially and adversely affect sales of all of the Company’s products by substantially increasing the
number and financial strength of potential competitors,

The Company’s ability to compete is dependent upon, ameng other things, its ability to attract and retain
distribution channels to market its insurance and investment products, its ability to develop competitive and profitable
preducts, its ability to maintatn low unit costs, and its maintenance of strong ratings from rating agencies.

As technology evolves, comparison of a particular product of any company for a particular customer with
competing products for that customer is more readily available, which could lead to increased competition as well as
agent or customer behavior, including persistency, that differs from past behavior.




A ratings downgrade could adversely affect the Company’s ability to compete.

Rating organizations periodically review the financial performance and condition of insurers, including the
Company’s subsidiaries. In recent years, downgrades of insurance companies have occurred with increasing frequency.
A downgrade in the rating of the Company’s subsidiaries could adversely affect the Company’s ability to sell its
products, retain existing business, and compete for attractive acquisition opportunities. Specifically, a ratings
downgrade would materially harm the Company’s ability to sell certain products, including guaranteed investment
products and funding agreements.

Rating organizations assign ratings based upon several factors. While most of the factors relate to the rated
company, some of the factors relate 10 the views of the rating organization, general economic conditions and
circumstances outside the rated company’s control. In addition, rating organizations use various models and formulas
to assess the strength of a rated company, and from time to lime rating organizations have, in their discretion, altered
the models. Changes to the models could impact the rating organizations” judgment of the rating to be assigned to the
rated company. The Company cannot predict what actions the rating organizations may take, or what actions the
Company may be required to take in response to the actions of the rating organizations, which could adversely affect
the Company.

The Company'’s policy claims fluctuate from period to period resulting in earnings volatility.

The Company’s results may fluctuate from period to period due to fluctuations in policy claims received by
the Company. Certain of the Company’s businesses may experience higher claims if the economy is growing slowly or
in recession, or equity markets decline. Additionally, beginning in the second quarter of 2005, the Company increased
its retained amounts on newly written traditional life products. This change will cause greater variability in financial
results due to fluctuations in mortality results,

The Company’s results may be negatively affected should actual experience differ from management’s assumptions
and estimates.

In the conduct of business, the Company makes certain assumptions regarding the mortality, persistency,
expenses and interest rates, tax liability, business mix, frequency of claims, or other factors appropriate to the type of
business it expects to experience in future periods. These assumptions are also used to estimate the amounts of deferred
policy acquisition costs, policy liabilities and accruals, future earnings, and various components of the Company’s
balance sheet. These assumptions are used in the operations of the Company’s business in making decisions crucial to
the success of the Company, including the pricing of products and expense structures relating to products. The
Company’s actual experience, as well as changes in estimates, are used to prepare the Company’s statements of income.
To the extent the Company’s actual experience and changes in estimates differ from original estimates, the Company’s
financial condition is affected.

Mortality, morbidily, and casualty expectations incorporate assumptions about many factors, including for
example, how a product is distributed, for what purpose the product is purchased, the mix of customers purchasing the
products, persistency and lapses, future progress in the fields of health and medicine, and the projected level of used
vehicle values. Actual mortality, morbidity, and/or casualty experience will differ from expectations if actual results
differ from those assumptions. In addition, continued activity in the viatical, stranger-owned and/or life settlement
industry, in which some companies attempt to arbitrage the difference in lapse assumptions used in pricing and actual
lapse performance that they can control, could have an adverse impact on the Company’s level of persistency and
lapses, and thus negatively impact the Company’s performance.

The calculations the Company uses to estimate various components of its balance sheet and statements of
income are necessarily complex and involve analyzing and interpreting large quantities of data. The Company
currently employs various techniques for such calculations and it from time to time will develop and implement more
saphisticated administrative systems and procedures capable of facilitating the calculation of more precise estimates.

Assumptions and estimates involve judgment, and by their nature are imprecise and subject to changes and
revision over time. Accordingly, the Company’s results may be affected, positively or negatively, from time to time, by




actual results differing from assumptions, by changes in estimates, and by changes resulting from implementing more
sophisticated administrative systems and procedures that facilitate the calculation of more precise estimates.

The use of reinsurance introduces variability in the Company s statements of income.

The timing of premium payments to and receipt of expense allowances from reinsurers may difter from the
Company’s receipt of customer premium payments and incurrence of expenses. These timing differences intreduce
variability in certain components of the Company’s statements of income, and may also introduce variability in the
Company’s quarterly results,

The Company could be forced fo sell investiments at a loss to cover policyholder withdrawals.

Many of the products offered by the Company and its insurance subsidiaries allow policyholders and contract
holders to withdraw their funds under defined circumstances. The Company and its insurance subsidiaries manage their
liabilities and configure their investment portfolios so as to provide and maintain sufficient liquidity to support
anticipated withdrawal demands and contract benefits and maturities. While the Company and its life insurance
subsidiaries own a significant amount of liquid assets, a certain portion of their assets are relatively illiquid. 1f the
Company or its subsidiaries experience unanticipated withdrawal or surrender activity, the Company or its subsidiarics
could exhaust their liquid assets and be forced to liquidate other assets, perhaps on unfavorable terms. If the Company
or its subsidiaries are forced to dispose of assets on unfavorable terms, it could have an adverse effect on the
Company’s financial condition.

Interest-rate fluctuations conld negatively affect the Company’s spread income or otherwise impact its business.

Significant changes in interest rates expose insurance companies to the risk of not earning anticipated spreads
between the interest rate earned on investments and the credited interest rates paid on outstanding policies and
contracts. Both rising and declining interest rates can negatively affect the Company’s spread income. While the
Company develops and maintains asset/liability management programs and procedures designed to mitigate the effect
on spread income in rising or falling interest rate environments, no assurance can be given that changes in interest rates
will not affect such spreads.

From time to time, the Company has participated in securities repurchase transactions that have contributed to
the Company’s investment income. No assurance can be given that such transactions will continue to be entered into
and contribute to the Company’s investment income in the future.

Changes in interest rates may also impact its business in other ways. Lower interest rates may result in lower
sales of certain of the Company’s insurance and investment products. In addition, certain of the Company’s insurance
and investment products guarantee a minimum credited interest rate, and the Company could become unable to earn its
spread income should interest rates decrease significantly.

Higher interest rates may create a less favorable environment for the origination of mortgage loans and
decrease the investment income the Company receives in the form of prepaymemnt fees, make-whole payments, and
mortgage participation income. Higher interest rates may also increase the cost of debt and other obligations having
floating rate or rate reset provisions and may result in lower sales of variable products.

Additionally, the Company’s asset/liability management programs and procedures incorporate assumptions
about the relationship between short-term and long-term interest rates (i.e,, the slope of the vield curve) and
relationships between risk-adjusted and risk-free interest rates, market liquidity, and other factors, The effectiveness of
the Company’s asset/liability management programs and procedures may be negatively affected whenever actual results
differ from these assumptions.

In general, the Company’s results are improved when the yield curve is positively sloped (i.e., when long-term
interest rates are higher than short-term interest rates), and will be adversely affected by a flat or negatively sloped
curve.




Equity market volatility could negatively impact the Company’s business.

The amount of policy fees received from variable products is affected by the performance of the equity
markets, increasing or decreasing as markets rise or fall. Equity market volatility can also affect the profitability of
variable products in other ways, in particular as a result of options embedded in these products.

The amortization of deferred policy acquisition costs relating to variable products and the estimated cost of
providing guaranteed minimum death benefits incorporate various assumptions about the overall performance of equity
markets over certain time periods. The rate of amortization of deferred policy acquisition costs and the estimated cost
of providing guaranteed minimum death benefits could increase if equity market performance is worse than assumed.

Insurance companies are highly regulated and subject to numerous legal restrictions and regulations.

The Company and its subsidiaries are subject to government regulation in each of the states in which they
conduct business. Such regulation is vested in state agencies having broad administrative and in some instances
discretionary power dealing with many aspects of the Company’s business, which may include, among other things,
premium rates and increases thereto, reserve requirements, marketing practices, advertising, privacy, policy forms,
reinsurance reserve requirements, acquisitions, mergers, and capital adequacy, and is concerned primarily with the
protection of policyholders and other customers rather than share owners. At any given time, a number of financial
and/or market conduct examinations of the Company’s subsidiaries may be ongoing. The Company’s insurance
subsidiaries are required to obtain state regulatory approval for rate increases for certain health insurance products, and
the Company’s profits may be adversely affected if the requested rate increases are not approved in full by regulators in
a timely fashien. From time to time, regulators raise issues during examinations or audits of the Company’s
subsidiaries that could, if determined adversely, have a material impact on the Company.

The purchase of life insurance products is limited by state insurable interest laws, which generally require that
the purchaser of life insurance have some interest in the sustained life of the insured. To some extent, the insurable
tnterest laws present a barrier to the life settlement, or “stranger-owned™ industry, in which a financial entity acquires
an interest in life insurance proceeds, and efforts have been made in some states to liberalize the insurable interest laws.
To the extent these laws are relaxed, the Company’s lapse assumptions may prove to be unduly optimistic.

The Company cannot predict whether or when regulatory actions may be taken that could adversely affect the
Company or its operations. Interpretations of regulations by regulators may change and statutes, regulations and
interpretations may be applied with retroactive impact, particularly in areas such as accounting or reserve requirements.
Although the Company and its subsidiaries are subject to state regulation, in many instances the state regulatory models
emanate from the National Association of Insurance Commissioners (“NAIC™). Some of the NAIC pronouncements,
particularly as they affect accounting issues, take effect automatically in the various states without affirmative action by
the states. Also, regulatory actions with prospective impact can potentially have a significant impact on currently sold
products. As an example of both retroactive and prospective impacts, in late 2005, the NAIC approved an amendment
to Actuarial Guideline 38, which interprets the reserve requirements for universal life insurance with secondary
guarantees.  This amendment retroactively increased the reserve requirements for universal life insurance with
secondary guarantee products issued after July 1, 2005. This change to Actuarial Guideline 38 (*AG38™) also affected
the profitability of universal life products sold after the adoption date. The NAIC is continuing to study reserving
methodology and has issued additional changes to AG38 and Regulation XXX, which may have the effect of modestly
decreasing the reserves required for term and universal life policies that are issued on January 1, 2007 and later. In
addition, accounting and actuarial groups within the NAIC are studying whether to change the accounting standards
that relate to certain reinsurance credits, and whether, if changes are made, they are to be applied retrospectively,
prospectively only, or in a phased-in manner. A requirement to reduce the reserve credit on ceded business, if applied
retroactively, would have a negative impact on the statutory capital of the Company. The NAIC is also currently
working to reform state regulation in various areas, including comprehensive reforms relating to life insurance reserves.
At the federal level, bills have been introduced in the U. S. Senate and the U. S. House of Representatives that would
provide for an optional federal charter for life and property and casualty insurers, and another bill has been introduced
in the U. S, House of Representatives that would pre-empt state law in certain respects with regard to the regulation of
reinsurance.  Still another bill has been introduced in the House and Senate that would remove the federal antitrust
exemption from the insurance industry. The Company cannot predict whether or in what form reforms will be enacted
and, if so, whether the enacted reforms will positively or negatively affect the Company or whether any effects will be
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material.  Moreover, although with respect to some financial regulations and guidelines, states defer to the
interpretation of the insurance department of the state of domicile, neither the action of the domiciliary state nor action
of the NAIC is binding on a state. Accordingly, a state could choose to follow a different interpretation.

The Company’s subsidiaries may be subject to regulation by the United States Department of Labor when
providing a variety of products and services to employee benefit plans governed by the Employee Retirement Income
Security Act ("ERISA™). Severe penalties are imposed for breach of duties under ERISA.

Certain policies, contracts, and annuities offered by the Company’s subsidiaries are subject to regulation under
the federal securities laws administered by the Securities and Exchange Commission. The federal securities laws
contain regulatory restrictions and criminal, administrative, and private remedial provisions.

Other types of regulation that could affect the Company and its subsidiaries include insurance company
investment laws and regulations, state statutory accounting practices, anti-trust laws, minimum solvency requirements,
state sccurities laws, federal privacy laws, insurable interest laws, federal money laundering and anti-terrorism laws,
and beeause the Company owns and operates real property, state, federal, and local environmental laws. The Company
cannot predict what form any future changes in these or other arcas of regulation affecting the insurance industry might
take or what effect, if any. such proposals might have on the Company if enacted into law,

Changes fo tax law or interpretations of existing tax law could adversely affect the Company ana’ its ability to
compete with non-insurance products or reduce the demand for certain insurance products.

Under the Internal Revenue Code of 1986, as amended (the “Code™), income tax payable by policyholders on
investment carnings is deferred during the accumulation period of certain life insurance and annuity products. This
favorable tax treatment may give certain of the Company’s products a competitive advantage over other non-insurance
products. To the extent that the Code is revised to reduce the 1ax-deferred status of life insurance and annuity products,
or to increase the tax-deferred status of competing products, all life insurance companies, including the Company and
its subsidiaries, would be adversely affected with respect to their ability to sell such products, and, depending upon
grandfathering provisions, would be affected by the surrenders of existing annuity contracts and life insurance policies.
For example, changes in laws or regulations could restrict or eliminate the advantages of certain corporate or bank-
owned life insurance products. Changes in tax law., which have reduced the federal income tax rates on corporate
dividends in certain circumstances, could make the tax advantages of investing in certain life insurance or annuity
products less attractive. Additionally, changes in tax law based on proposals to establish new tax advantaged retirement
and life savings plans, if enacted, could reduce the tax advantage of investing in certain life insurance or annuity
products. In addition, life insurance products are often used to fund estate tax obligations. Legislation has been enacted
that would, over time. reduce and eventually eliminate the federal estate tax. Under the legislation that has been
enacted, the estate tax will be reinstated, in its entirety, in 2011 and thereafter. President Bush and members of
Congress have expressed a desire to modify the existing legislation, which modification could result in faster or more
complete reduction or repeal of the estate tax. [f the estaie tax is significantly reduced or eliminated, the demand for
certain life insurance products could be adversely affected. Additionally, the Company 1s subject to the federal
corporation income tax, The Company cannot predict what changes to tax law or interpretations of existing tax law
may ultimately be enacted or adopted or whether such changes could adversely atfect the Company.

The Company's move away from relying on reinsurance for newly written traditional life products results in a
net reduction of current taxes (but an increase in deferred taxes.) The resulting benefit of reduced current taxes is
attributed to the applicable life products and is an important component of the profitability of these products. The
profitability and competitive position of these products is dependent on the continuation of current tax law and the
ability to generate taxable income,

Financial services companies are frequently the targets of litigation, including class action litigation, which could
resalt in substantial judgments,

A number of civil jury verdicts have been returned against insurers, broker-dealers, and other providers of
financial services involving sales, refund or claims practices, alleged agent misconduct, failure to properly supervise
representatives, relationships with agents or other persons with whom the insurer does business, and other matters.
Often these lawsuits have resulted in the award of substantial judgments that are disproportionate 1o the actual damages,




including material amounts of punitive non-economic compensatory damages. In some states, juries, judges, and
arbitrators have substantiat discretion in awarding punitive and non-economic compensatory damages, which creates
the potential for unpredictable material adverse judgments or awards in any given lawsuit or arbitration. Arbitration
awards are subject to very limited appellate review. In addition, in some class action and other lawsuits, companies
have made material settlerent payments.

Group health coverage issued through associations and credit insurance coverages have received some
negative coverage in the media as well as increased regulatory consideration and review and litigation. The Company
has a small closed block of group health insurance coverage that was issued lo members of an association; a lawsuit is
currently pending against the Company in connection with this business. The Company is also defending litigation
challenging its practices relating to issuing refunds of unearned premiums upon termination of credit insurance.

The Company, like other financial services companies. in the ordinary course of business is involved in
litigation and arbitration. Although the Company cannot predict the outcome of any litigation or arbitration, the
Company does not believe that any such outcome will have a maierial impact on the financial condition or results of
operations of the Company.,

Publicly held companies in general and the financial services industry in particular are sometimes the rarget of law
enforcement investigations and the focus of increased regulatory scrutiny.

Publicly held companies in general and the financial services industry in particular are sometimes the target of
law enforcement investigations relating to the numerous laws that govern publicly held companies and the financial
services and insurance business. The Company cannot predict the impact of any such investigations on the Company or
the industry.

The financial scrvices industry has become the focus of increased scrutiny by regulatory and law enforcement
authorities relating to allegations of improper special payments, price-fixing, bid-rigging and other alleged misconduct,
including payments made by insurers and other financial services providers to brokers and the practices surrounding the
placement of insurance business and sales of other financial products as well as practices related to finite reinsurance.
Some publicly held companies have been the subject of enforcement or other actions relating to corporate governance
and the integrity of financial statements. most recently relating to the issuance of stock options. Such publicity may
generate inquiries (o or litigation against publicly held companies and/or financial service providers, even those who do
not engage in the business lines or practices currently at issue. [t is impossible to predict the outcome of these
investigations or proceedings, whether they will expand inte other areas not yet contemplated, whether they will result
in changes in insurance regulation, whether activities currently thought to be lawful will be characterized as unlawful,
or the impact, if any, of this increased regulatory and law enforcement scrutiny of the financial services industry on the
Company. As some inquiries appear 1o encompass a large segment of the financial services industry, it would not be
unusual for large numbers of companies in the financial services industry to receive subpoenas, requests for information
from regulatory authorities or other inquiries relating to these and similar matters. From time to time, the Company
receives subpoenas, requests or other inquires and responds to them in the ordinary course of business.

The Company’s ability lo maintain competitive unit costs is dependent upon the level of new sales and persistency of
existing business.

The Company’s ability to maintain competitive unit costs is dependent upon a number of factors, such as the
level of new sales, persistency (continuation or renewal) of existing business, and expense management. A decrease in
sales or persistency without a corresponding reduction in expenses may result in higher unit costs.

Additionally, a decrease in persistency may result in higher or more rapid amortization of deferred policy
acquisition costs and thus higher unit costs, and lower reported earnings. Although many of the Company’s producis
contain surrender charges, the charges decrease over time and may not be sufficient to cover the unamortized deferred
policy acquisition costs with respect to the insurance policy or annuity contract being surrendercd. Some of the
Company’s products do not contain surrender charge features and such products can be surrendered or exchanged
without penalty. A decrease in persistency may also result in higher claims.
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The Company’s investments are subject to market and credit risks.

The Company’s invested assets and derivative financial instruments are subject to customary risks of credit
defaults and changes in market values. The value of the Company’s commercial mortgage loan portfolio depends in
part on the financial condition of the tenants occupying the properties which the Company has financed. Factors that
may affect the overall default rate on, and market value of, the Company’s invested assets, derivative financial
instruments, and mortgage loans include interest rate levels, financial market performance, and general economic
conditions as well as particular circumstances affecting the businesses of individual borrowers and tenants.

The Company may not realize its anticipated financial results from ifs acquisitions strategy,

The Company’s acquisitions have increased its earnings in part by allowing the Company 10 enter new
markets and to position itself to realize certain operating efficiencies, There can be no assurance, however, that suitable
acquisitions, presenting opportunities for continued growth and operating efficiencies, or capital to fund acquisitions
will continue to be available to the Company, or that the Company will realize the anticipated financial results from its
acquisitions.

The Company may be unable to complete an acquisition, or completion of an acquisition may be more costly
or take longer than expected or may have a different financing structure than initiatly contemplated. The Company may
be unable to obtain regulatory approvals that may be required to complete an acquisition. There may be unforeseen
liabilities that arisc in connection with businesses that the Company acquires,

Additionally, in connection with its acquisitions, the Company assumes or otherwise becomes responsible for
the obligations of policies and other liabilities of other insurers. Any regulatory, legal, financial, or other adverse
development affecting the other insurer could also have an adverse effect on the Company.

The Company may not be able to achieve the expected results from its recent acquisition.

On July 3, 2006, the Company completed its acquisition from JP Morgan Chase & .Co. of the stock of five life
insurance companies and the stock of four related non-insurance companies. Integration of the acquisition may be more
expensive, more difficult, or take longer than expected. In addition, the Company may not achieve the returns projected
from its analysis of the acquisition opportunity, and the effects of purchase U.S. GAAP accounting on the Company’s
financial statements may be different than originally contemplated.

The Company is dependent on the performance of others.

The Company’s results may be affected by the performance of others because the Company has entered into
vartous arrangements involving other parties. For example, most of the Company’s products are sold through
independent distribution channels, and variable annuity deposits are invested in funds managed by third parties. Also, a
substantial portion of the business of the recently acquired Chase Insurance Group will be administered by third party
administrators. Additionally, the Company’s operations are dependent on various technologies, some of which are
provided and/or maintained by other parties.

Certain of these other parties may act on behalf of the Company or represent the Company in various
capacities. Consequently, the Company may be held responsible for obligations that arise from the acts or omissions of
these other parties.

As with all financial services companies, its ability to conduct business is dependent upon consumer
confidence in the industry and its products. Actions of competitors and financial difficulties of other companies in the
industry could undermine consumer confidence and adversely affect retention of existing business and future sales of
the Company’s insurance and investment products.




The Company’s reinsurers could fail to meet assumed obligations, increase rates or be subject to adverse
developments that could affect the Company.

The Company and its insurance subsidiaries cede material amounts of insurance and transfer related assets to
other insurance companies through reinsurance. The Company may enter into third-party reinsurance arrangements
under which the Company wilt rely on the third party to collect premiums, pay claims, and/or perform customer service
functions. However, notwithstanding the transfer of related assets or other issues, the Company remains liable with
respect to ceded insurance should any reinsurer fail to meet the obligations assumed by it. Therefore, the failure of one
or more of the Company’s reinsurers could negatively impact the Company’s earnings and financial position.

The Company’s ability to compete is dependent on the availability of reinsurance or other substitute capital
market solutions. Premium rates charged by the Company are based, in part. on the assumption that reinsurance will be
available at a certain cost. Under certain reinsurance agreements, the reinsurer may increase the rate it charges the
Company for the reinsurance. Therefore, if the cost of reinsurance were to increase or if reinsurance were to become
unavailable or if alternatives to reinsurance were not available to the Company, or if a reinsurer should fail to meet its
obligations, the Company could be adversely affected.

Recently, access to reinsurance has become more costly for the Company as well as the insurance industry in
general. This could have a negative effect on the Company’s ability to compete. In recent years, the number of life
reinsurers has decreased as the reinsurance industry has consolidated. The decreased number of participants in the life
reinsurance market results in increased concentration risk for insurers, including the Company. If the reinsurance
market further contracts. the Company’s ability to continue to offer its products on terms favorable to the Company
could be adversely impacted.

The Company recently has implemented and plans to continue to implement a reinsurance program through
the use of a captive reinsurer. Under these arrangements, an insurer owned by the Company serves as the reinsurer, and
the consolidated books and tax returns of the Company reflects a liability consisting of the full reserve amount
attributable to the reinsured business. The success of the Company’s captive reinsurance program and related
marketing efforts is dependent on a number of factors outside the control of the Company, including continued access
to capital markets, a favorable regulatory environment, and the overall tax position of the Company. If the captive
reinsurance program is not successful the Company's ability to continue to offer its products on terms favorable to the
Company would be adversely impacted.

Computer viruses or network security breaches could affect the data processing systems of the Company or its
business partners and could damage our business and adversely affect our financial condition and results of
operations.

A computer virus could affect the data processing systems of the Company or its business partners, destroying
valuable data or making it difficult to conduct business. In addition, despite the Company’s implementation of network
security measures, its servers could be subject to physical and electronic break-ins, and similar disruptions from
unauthorized tampering with its computer systems.

The Company retains confidential information in its computer systems, and relies on sophisticated commercial
technologies to maintain the security of those systems. Anyone who is able to circumvent the Company's security
measures and penetrate the Company’s computer systems could access, view, misappropriate, alter, or delete any
information in the systems. including personally identifiable customer information and proprictary business
information. In addition, an increasing number of states require that customers be notified if a security breach results in
the disclosure of personally identifiable customer information. Any compromise of the security of the Company’s
computer systems that result in inappropriate disclosure of personally identifiable customer information could damage
the Company’s reputation in the marketplace, deter people from purchasing the Company’s products, subject the
Company to significant civil and criminal liability and require the Company to incur significant 1echnical, legal and
other expenses.
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The Company’s ability to grow depends in large part upon the continned availability of capital,

The Company has recently deploved significant amounts of capital to support its sales and acquisitions efforts.
A recent amendment to Actuarial Guideline 38 increased the reserve requirements for universal life insurance with
sccondary guarantees for products issued after July I, 2005. This amendment, along with the continued reserve
requirements of Regulation XXX for traditional life insurance products, has caused the sale of these products to
consume additional capital. Future marketing plans are dependent on access to the capital markets through
securitization. A disruption in the securitization marketplace, or the Company’s inability to access capital through these
transactions. could have a negative impact on the Company’s ability to grow. Capital has also been consumed as the
Company increased its reserves on the residual value and lenders indemnity product lines. Although positive
performance in the equity markets has recently allowed the Company to decrease its guaranteed minimum death benefit
related policy liabilities and accruals, deterioration in these markets could lead to further capital consumption.
Although the Company believes it has sufficient capital to fund its immediate growth and capital needs, the amount of
capital available can vary significantly from period to period due to a varicty of circumstances, some of which are
neither predictable nor foresecable, nor within the Company’s control. A lack of sufficient capital could impair the
Company’s ability to grow.

New accounting rules or changes to existing accounting rules could negatively impact the Company.

Like all publicly traded companies, the Company is required to comply with accounting principles generally
accepted in the United States of America (“U.S. GAAP™). A number of organizations are instrumental in the
development and interpretation of U.S. GAAP such as the Securities and Exchange Commission (“*SEC”), the Financial
Accounting Standards Board ("FASB"). and the American Institute of Certified Public Accountants (“AICPA™}.
U.S. GAAP is subject to constant review by these organizations and others in an effort to address emerging accounting
rules and issue interpretative accounting guidance on a continual basis. The Company can give no assurance that future
changes to U.S. GAAP will not have a negative impact on the Company.

In addition, the Company’s insurance subsidiaries are required to comply with statutory accounting
principles {"SAP"). SAP and various components of SAP {such as actuarial reserving methodology) are subject to
constant review by the NAIC and its taskforces and committees as well as state insurance departments in an effort to
address emerging issues and otherwise improve or alter financial reporting. Varicus proposals are currently pending
before committees and taskforces of the NAIC, some of which, if enacted, would negatively affect the Company.
including one that relates to certain reinsurance credits, and some of which could positively impact the Company. The
NAIC is also currently working to reform state regulation in various areas, including comprehensive reforms relating to
life insurance reserves and the accounting for such reserves. The Company cannot predict whether or in what form
reforms will be enacted and, if so, whether the enacted reforms will positively or negatively affect the Company.
Morcover, although in general with respect to regulations and guidelines, states defer to the interpretation of the
insurance department of the state of domicile, neither the action of the domiciliary state nor action of the NAIC is
binding on a state. Accordingly, a state could choose to follow a different interpretation. The Company can give no
assurance that tuture changes to SAP or components of SAP will not have a negative impact on the Company.

The Company's risk management policies and procedures may leave it exposed to unidentified or unanticipated risk,
which could negatively affect our business or result in losses.

The Company has developed risk management policies and procedures and expects to continue to do so in the
future. Nonetheless, the Company’s policies and procedures to identify, monitor and manage both internal and external
risks may not predict future exposures, which could be different or significanily greater than expected.

These may not be the only risks facing the Company. Additional risks and uncertainties not currently known

10 us, or that we currently deem to be immaterial, may adversely affect our business. financial condition and/or
operating results.
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Item 1B. Unresolved Staff Comments

None,

Item 2. Properties

The Company's Home Office is located at 2801 Highway 280 South, Birmingham, Alabama. The onginal
142,000 square-foot building was completed in 1976 and a second 220,000 square-foot building was completed in
1985, Additionally, the Company leases a third 315,000 square-foot building. Parking is provided for approximately
2,760 vehicles.

The Company leases administrative and marketing office space in 24 cities, including 11,428 square feet in
Birmingham (excluding the home office building), with most leases being for periods of three to ten years. The
aggregate annualized rent is approximately $7.7 million.

The Company believes its properties are adequate and suitable for its business as currently conducted and are
adequately maintained. The above properties do not include properties the Company owns for investment only.
Item 3. Legal Proceedings

To the knowledge and in the opinion of management. there are no material pending legal proceedings, other
than ordinary routine litigation incidental to the business of the Company, to which the Company or any of its

subsidiaries is a party or of which any of the Company's properties is the subject. For additional information regarding
legal proceedings see “Risk Factors and Cautionary Factors that may Affect Future Results™ included herein.

Item 4. Submission of Matters to a Vote of Security Holders

No matter was submitted during the fourth quarter of 2006 to a vote of security holders of the Company.

PART 11

Item 5. Market for the Registrant's Common Equity and Related Stockholder Matters and Issuer Purchases of
Equity Securities

The Company's Common Stock is listed and principally traded on the New York Stock Exchange
(NYSE symbol: PL). The following table sets forth the highest and lowest closing prices of the Company's Common
Stock. $0.50 par value, as reported by the New York Stock Exchange during the periods indicated, along with the
dividends paid per share of Common Stock during the same periods.

Range
High Low Dividends

2005

FIES QUARLET ..o ee et $43.33 $38.99 §.175

Second Quarter 42.27 37.39 195

Third Quarter .......... 44,44 39.80 195

Fourth Quaner. ..o 44 83 41.07 195
2006

Fiest Quarter.....oooovviieeeeeeeeeeeeeeeeeeeeaens $49.74 $44.20 S.195

Second Quarter........ 50.40 43 .44 215

Third Quarter .......... 47.16 43.04 215

Fourth Quarter.........cocooeniiiiiiiiiciie . 47.55 43.97 215
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On February 15. 2007, there were approximately 1,773 owners of record of Company Commen Stock,

The Company (or its predecessor) has paid cash dividends each year since 1926 and each quarter since 1934,
The Company cxpects to continue to pay cash dividends, subject to the earnings and financiat condition of the
Company and other relevant factors. The ability of the Company to pay cash dividends is dependent in part on cash
dividends received by the Company from its life insurance subsidiaries. See ltem 7 — “Management's Discussion and
Analvsis of Financial Condition und Results of Operations —Liguidity and Capital Resources " included herein. Such
subsidiary dividends are restricted by the various insurance laws of the states in which the subsidiaries are incorporated.
See [tem 1 - "Business — Regulation ™.

The following table provides information regarding the common stock of the Company that is authorized for
issuance under various equity compensation plans as of December 31, 2006.

Securities Authorized for Issuance Under Equity Compensation Plans

Number of securities
remaining available for

Number of securities to be future issuance under equity
issued upon exercise of Weighted-average excreise compensation plans
outstanding options, warrants price of outstanding options, (excluding securities
Plan category and rights warrants and rights reflected in column (a))
(a) (b) (©

Equity compensation plans
approved by share owners 1.872.856'V $29.3319 3.362.925
Equity compensation plans
not approved by share
owners 1.044.444 Not Applicable Not Applicable'”’
Total 2.917.300°%" $29.33% 3,362,925

(1) Includes {a) 1,155,946 shares of common stock issuable with respect Lo outstanding stock appreciation rights {("SARs") granted under the
Long-Term Incentive Plan, {assuming for this purpose that one share of common stock will be issued with respect 10 each outstanding
SAR): and (b) 716,910 shares of common stock issuable with respect to outstanding performance share awards granted under the Long-
Term Incentive Plan (assuming maximum earn-out of the awards).

(2)  Based on exereise prices of outstanding SARs,

(3} Represents (a) 3,270,686 sharcs of common stock available for future issuance under the Long-Term Incentive Plan; and (b) 92,239 shares
of commaon stoek available for future issuance under the Stock Plan for Non-Employee Directors,

() Includes (a) 100,050 shares of common stock issuable with respect to stock equivalents pursuant to the Company's Deferred Compensation
Plan for Directors Who Are Not Employees of the Company; (b) 768.960 shares of common stock issuable with respect to stock
cquivalents pursuant 1o the Company's Defersed Compensation Plan for Otticers; and (¢) 175,434 shares of common stock issuable with
respect to stock cquivalents pursuant to the Company's Deferred Compensation Plan for Sales Managers, Agents and Representatives.

(5} The plans listed in (4) above do not currently have limits on the number of shares of common stock issuable thereunder, The total number
of shares of common stock that may be issuable thereunder will depend upon. among other factors, the deferrat elections made by
participanis in such plans.

(6Y  Plus any shares that become issuahle under the plans listed in (4) above.




Item 6. Selected Financial Data

Year Ended December 31

2006 2005 2004 2003 2002
(Dollars in thousands, except per share amounts)
INCOME STATEMENT DATA
Premiums and policy fees $2.317337 $ 1,955,780 $ 1,821,094 $1,667,725 $1.561,717
Reinsurance ceded (1.371.215) (1.226.857) (1.125,646) (934.435) (751.396)
Net of reinsurance ceded 946,122 728.923 695,448 733.290 810,321
Net investment income 1.419.778 1.180.502 1,084,217 1,030,752 1,022,953
Realized investment gains (losses)
Derivative financial instruments (21.516) (30.881) 19,591 12.550 28.308
All other investments 104,084 49,393 28,305 58.064 910
Other income 230.665 181.267 161,014 122 869 100,196
Total revenues 2.679.133 2.109.204 1,988,575 1,957,525 1,962,688
Benefits and expenses 2,247 225 1.732.191] 1,603,374 1.632.113 1,697 645
Income tax expense 150,347 130,446 134 820 108,362 87.688
Change in accounting principle'"’ 0 0 {15.801} 0 0
Net income $ 281.56) S 246.567 $ 234,580 S 217050 S 177355
PER SHARE DATA
Net income from continuing
operations'™ — basic S 3.98 $ 349 $ 3.56 $ 310 §254
Net income - basic $ 398 $ 349 $ 334 $ 3.10 S 254
Average shares outstanding — basic 70.795.453 70.562.186 70,299,470 70,033,288 69,923,955
Net income from continuing
operations'? - diluted $ 394 5 346 § 3.52 S 3.07 5252
Net income — diluted $ 394 $ 346 5330 $ 3.07 $ 252
Average shares outstanding — diluted 71.390.513 71.350,541 71,064,539 70,644,642 70,462,797
Cash dividends § 084 $ 0.76 S 0.685 S 0.63 5059
Share-owners” equity $£33.06 $31.33 $31.19 £29.02 $25.06
(1) Cumulative eftect of change in accounting principle, net of income tax — amount in 2004 relates to SOP 03-1,
(2) Net income excluding change in accounting principle.
December 31
2006 2005 2004 2003 2002
(Dollars in thousands)
BALANCE SHEET DATA
Total asscts $39,795,294 528,966,993 $27.211,378 $24,517,615  $21,893.403
Total stable value contract and annuity
account balances'" 14,330,909 9,490,007 8,142,334 7,336,341 6,789,557
Non-recourse funding obligations 425,000 125,000 0 0 0
Liabilities related to variable interest entities 420,395 448,093 482,434 400,000 0
Long-term debt 479,132 482,532 451,433 461,329 406,110
Subordinated debt securities 524743 324,743 324,743 221.650 215,000
Shares-owners’ equity 2,313,075 2.183.660 2,166.327 2,002,144 1,720,702

{3} Includes stable value contract account balances and annuity account balances which do not pose significant mortality risk.

Note:

Cenain rectassifications have been made in the previously reported financial information to make the prior permd amounts comparablc 0
those of the current period. Such reclassifications had no effect on previously reporied net income or share-owners’ equity.
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

This Management’s Discussion and Analysis should be read in its entirety, since it contains detailed
information that is important to understanding the Company’s results and financial condition. The Overview below is
qualified in its entirety by the full Management’s Discussion and Analysis.

FORWARD-LOOKING STATEMENTS — CAUTIONARY LANGUAGE

This report reviews the Company’s financial condition and results of operations including its liguidity and
capital resources. Historical information is presented and discussed. Where appropriate, factors that may affect future
financial performance are also identified and discussed. Certain statements made in this report include “forward-
looking statements” within the meaning of the Private Securities Litigation Reform Act of 1995. Forward-looking
statements include any statement that may predict, forecast, indicate or imply future results, performance or
achievements instead of historical facts and may contain words like “believe,” “expect,” “estimate,” “project,”
“budget,” “forccast,” “anticipate,” “plan,” “will.” “shall,” “may,” and other words, phrases, or expressions with similar
meaning.  Forward-looking statements involve risks and uncertainties which may cause actual results to differ
materially from the results contained in the forward-looking statements, and the Company cannot give assurances that
such statements will prove to be correct. Given these risks and uncertainties, investors should not place undue reliance
on forward-looking statements as a prediction of actual results. Please refer to “Risk Factors and Cautionary Factors
that may Affect Future Results™ herein for more information about factors which could affect future results,

LLI LIS

LTS

OVERVIEW

Protective Life Corporation (the “Company™) is a holding company whose subsidiaries provide financial
services through the production, distribution, and administration of insurance and investment products. Founded in
1907, Protective Life Insurance Company is the Company’s largest operating subsidiary. Unless the context otherwise
requires. the "Company” refers to the consolidated group of Protective Life Corparation and its subsidiaries.

The Company operates several business segments, each having a strategic focus. An operating segment is
generally distinguished by products and or distribution channels. The Company’s operating segments are Life
Marketing, Acquisitions, Annuitics, Stable Value Products, and Asset Protection. The Company has an additional
segment referred to as Corporate and Other which consists of net investment income on unallocated capital, interest on
debt, earnings from various investment-related transactions, and the operations of several non-strategic lines of
business. The Company periodically evaluates its operating segments in light of the segment reporting requirements
prescribed by Statement of Financial Accounting Standards No. 131, “Disclosures about Segments of an Enterprise and
Related Information,” and makes adjustments to its segment reporting as needed.

in the following discussion, segment operating income is defined as income before income tax excluding net
realized investment gains and losses (net of the related amortization of deferred policy acquisition costs (“"DAC™) and
value of business acquired (“VOBA™) and participating income from real estate ventures), and the cumulative effect of
change in accounting principle. Periodic scttlements of derivatives associated with corporate debt and certain
investments and annuity products are included in realized gains and losses but are considered part of segment operating
income because the derivatives are used to mitigate risk in items affecting segment operating income, Management
believes that segment operating income provides relevant and useful information to investors, as it represents the basis
on which the performance of the Company’s business is intemnally assessed. Although the items excluded from
segment operating income may be significant components in understanding and assessing the Company’s overall
financial performance, management believes that segment operating income enhances an investor’s understanding of
the Company’s results of operations by highlighting the income (loss} attributable to the normal, recurring operations of
the Company’s business. Nolte that the Company’s segment operating income measures may not be comparable to
similarly titled measures reported by other companies.

The Company achieved growth in operating earnings in 2006 in its Life Marketing and Acquisitions segments.
The completion of the Chase Insurance Group acquisition in July 2006 represents the most significant acquisition in the
Company’s history. Operating earnings were down in 2006 compared to the prior year in the Company’s other
segments primarily due to a bad debt charge in the Asset Protection segment, favorable DAC unlocking in 2003 which
increased earnings in 2005 in the Annuities segment, and lower investment income and higher interest expense (both




related to the Chase Insurance Group acquisition) in the Corporate and Other segment. Historically low interest rates
continued to create a challenge for the Company’s products that generate investment spread profits, such as fixed
annuities and stable value contracts. However, active management of crediting rates on these products allowed the
Company o minimize spread compression effects. Strong competitive pressures on pricing, particularly in the
Company’s life insurance business, continued to present a challenge from a new sales perspective. However, the
Company’s continued focus on delivering value to cansumers and broadening its base of distribution allowed for solid
product sales during the year. Increasing costs of reinsurance continues to present the Company with challenges from
both a new product pricing and capital management perspective. In response o these challenges, during 2005 the
Company reduced its reliance on reinsurance by changing from coinsurance to yearly renewable term reinsurance
arrangements and increasing the maximum amount retained on any one life on certain of its newly written traditional
life products. Through December 31, 2006, the Company has issued $425 million of non-recourse funding obligations
to fund the additional statutory reserves required as a result of the overall increase in retention levels.

Operating earnings from the Life Marketing segment increased in 2006 due to growth in business in-force as a
result of strong sales in prior periods and favorable DAC unlocking results in 2006 versus 2005. The segment
continued to focus on strengthening its relationships with high quality distributors of life insurance products. An
increase in retention levels on certain newly written traditional life products during 2005 allowed the segment to
improve its competitive position with respect to these products, resulting in increased sales of traditional life products
during the second half of 2005, and continuing into 2006. Sales of universal life products declined in 2006 as expected,
as the Company responded to the higher reserve levels required under Actuarial Guideline 38 (“AG38™) by
implementing pricing adjustments on certain universal life (“UL™) products.

Operating earnings increased 30% in the Acquisitions segment due to the completion of the Chase Insurance
Group acquisition effective July 3, 2006. This transaction consisted of the acquisition from JP Morgan Chase & Co. of
the stock of five life insurance companies that manufacture and distribute traditional life insurance and annuities and
the stock of four related non-insurance companies. The Company’s acquisition capabilities have historically given the
Company a unique competitive advantage. Policies acquired through the Acquisitions segment are typically “closed”
blocks of business, so unless new acquisitions are made, earnings are expected to decline as a result of lapses, deaths,
and other terminations in the closed blocks.

The Annuities segment operating income declined in 2006 as the result of favorable unlocking of DAC in the
market value adjusted annuity and variable annuity lines during 2005. Excluding the impact of DAC unlocking,
segment operating income increased 58% in 2006 compared to the prior vear. Increasing account values, improvement
in the equity markets, and higher interest spreads combined to generate this increase in earnings in 2006 (excluding the
aforementioned DAC unlocking.) Growth in equity markets generally translates into improved earnings in this
segment, as fec income based on variable account values increases and claims expense for variable annuity guaranteed
minimum death benefits decline in a rising equity market environment.

Spread compression due to increasing short term interest rates combined with a decline in average account
values caused operating income to decline 14% in 2006 in the Stable Value Products segment compared to 2005, The
segment continues to proactively manage its investment portfolio to minimize spread compression caused by higher
credited rates on floating rate contracts. The Company chose not to participate in the institutional funding agreement-
backed note market during 2006, resulting in the decline in average account balances.

Operating earnings from the Asset Protection segment declined 61% in 2006 as a result of the impact of had
debt charges of $327.1 million in the Lender’s Indemnity product line. Additional discussion of this event is provided in
the results by business segment. Excluding the impact of these charges, operating income for the Asset Protection
Segment increased 48% in 2006. The service contract line continues to drive segment results, accounting for 52% and
80%. respectively, of the segment’s sales and earnings (exclusive of the bad debt charge) in 2006. Improved loss ratios
and proactive expense management resulted in increased earnings from the segment’s service contract lines and other
products lines. Price increases implemented over the last several years and improvements in the underwriting process
have paid off by reducing loss ratios. Lower volume and higher expenses caused earnings to decline in the credit
insurance line.

Corporate and Other operating income declined 75% from 2003, due to decreased investment income resulting
from lower levels of unallocated capital, lower participating income and prepayment fees from mortgages and real
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estate, and higher interest expense. Prepayment fee income was particularly strong in 2005 reflecting increased
transaction activity within the Company’s mortgage portfolio. The overall performance of the Company’s investment
portfolio continued to be strong. with no significant credit issues in either the securitics or mortgage portfolio.
Impairment losses declined 52% in 2006 compared to the prior year, reflecting a general improvement in the corporate
credit environment,

CRITICAL ACCOUNTING POLICIES

The Company’s accounting policies inherently require the use of judgments relating to a variety of
assumptions and estimates, in particular expectations of current and future mortality, morbidity, persistency, expenses,
and interest rates. Because of the inherent uncertainty when using the assumptions and estimates, the effect of certain
accounting policies under different conditions or assumptions could be materially different from those reported in the
consolidated financial statements. A discussion of the various critical accounting policies is presented below.

The Company incurs significant costs in connection with acquiring new insurance business. These costs,
which vary with and are primarily related to the production of new business and coinsurance ot blocks of policies, are
deferred. The recovery of such costs is dependent on the future profitability of the related policies. The amount of
future profit is dependent principally on investment returns. mortality, morbidity, persistency, and expenses to
administer the business and certain economic variables, such as inflation. These costs are amortized over the expected
lives of the contracis, based on the level and timing of either gross profits or gross premiums, depending on the type of
contract. Accounting for other mtangible assets such as goodwill also requires an estimate of the future profitability of
the associated lines of business. Revisions to estimates result in changes to the amounts expensed in the reporting
period in which the revisions are made and could result in the impairment of the asset and a charge to income if
estimated future profits are less than the unamortized deferred amounts. At December 31, 2006, the Company had
DAC/VOBA and goodwill assets of $3.2 billion and $100.5 million, respectively.

The Company has a DAC/VOBA asset of approximately $193.1 million related to its variable annuity product
line with an account balance of $4.3 billion at December 31. 2006. These amounts include $128.6 million and
$1.4 billion, respectively, of DAC/VOBA asset and account balances associated with the variable annuity business of
the Chase insurance Group which has been 100% reinsured 1o Commonwealth Annuity and Life Insurance Company
(formerly known as Allmerica Financial Life Insurance and Annuity Company) (“CALIC™). under a modified
coinsurance agreement. The Company monitors the rate of amortization of DAC/VOBA associated with its variable
annuity product line. The Company’s monitoring methodologies employ varying assumptions about how much and
how quickly the stock markets will appreciate. The primary assumptions used to project future profits as part of the
analysis include: a long-term equity market growth rate of 8%, reversion to the mean methodology with a reversion to
the mean with no cap, reversion to the mean period of 6 years, and an amortization period of 25 years. A recovery in
equity markets, or the use of methodologies and assumptions that anticipate a recovery, resull in lower amounts of
amortization, and a worsening of equity markets results in higher amounts of amortization. The Company periodically
reviews and updates as appropriate its key assumptions including future mortality, expenses, lapses, premium
persistency, investment yields and interest spreads. Changes Lo these assumptions result in adjustments which increase
or decreasc DAC amortization. The periodic review and updating of assumptions is referred to as “unlocking™.

The Company also establishes liabilities for guaranteed minimum death benefits ("GMDB™) on its variable
annuity products. The methods used to estimate the liabilities employ assumptions about mortality and the performance
of cquity markets. The Company assumes mortality of 65% of the National Association of Insurance Commissioners
1994 Variable Annuity GMDB Mortality Table. Future declines in the equity markel would increase the Company’s
GMDB liability. Differences between the actual experience and the assumptions used result in variances in profit and
could result in tosses. The Company’s GMDB at December 31, 2006 are subject to a dollar-for-doilar reduction upon
withdrawal of related annuity deposits on contracts issued prior to January 1, 2003. At December 31, 20006, the total
GMDB lhability held by the Company was $2.2 million.

Establishing an adequate liability for the Company's obligations to its policyholders requires the use of
assumptions. Estimating liabilities for future policy benefits on life and health insurance products requires the use of
assumptions relative to future investment yields, mortality, morbidity, persistency and other assumptions based on the
Company’s historical experience, modified as necessary to reflect anticipated trends and to include provisions for
possible adverse deviation. Determining liabilities for the Company’s property and casualty insurance products also
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requires the use of assumptions, including the projected levels of used vehicle prices, the frequency and severity of
claims, and the efiectiveness of internal processes designed 1o reduce the level of claims. At December 31, 2006, the
Company had total policy liabilities and accruals of $16.1 billion,

Determining whether a decline in the current fair value of invested assets is an other-than-temporary decline in
value can involve a variety of assumptions and estimates, particularly for invesiments that are not actively traded in
established markets. For cxample, assessing the value of certain investmenis requires the Company to perform an
analysis of expected future cash flows or rates of prepayments. Other investments, such as collateralized mortgage or
bond obligations. represent selected tranches of a structured transaction, supported overall by underlying investments in
a wide variety of issuers. The Company’s specific accounting policies related to its invested assets are discussed in
Notes 2 and 4 to Consolidated Financial Statements. At December 31, 2006, the Company held $18.6 billion of
available-for-sale investments, including $8.6 billion in investments with a gross unrealized loss of $195.8 million.

The Company utilizes derivative transactions primarily in order to reduce its exposure to interest rate risk,
inflation risk, equity market risk, and currency exchange risk. Assessing the effectiveness of the hedging programs and
evaluating the carrying values of the related derivatives often involve a variety of assumptions and estimates. The
Company employs a variety of methods for determining the fair value of its derivative instruments. The fair values of
swaps. interest rate swaptions, and options are based upon industry standard models which calculate the present-value
of the projected cash flows of the derivatives using current and implied future market conditions. At December 31,
20006, the fair value of derivatives reported on the Company’s balance sheet in “other long-term investments” and
“other liabilities™ was $169.3 million and $116.9 millicn, respectively.

Determining the Company’s obligations to employees under its defined benefit pension plan and stock-based
compensation plans requires the use of estimates. The calculation of the liability related 10 the Company’s defined
benefit pension plan requires assumptions regarding the appropriate weighted average discount rate, estimated rate of
increase in the compensation of its employees and the expected long-term rate of return on the plan’s assets.
Accounting for other stock-based compensation plans may require the use of option pricing models to estimate the
Company's obligations. Assumptions used in such models relate 10 equity market volatility, the risk-free interest rate at
the date of grant, expected dividend rates, as well as expected exercise dates. See Notes 11 and 12 to Consolidated
Financial Statements for further information en these plans.

The assessment of potential obligations for tax, regulatory, and litigation matters inherently involve a variety
ot estimates of potential future outcomes. The Company makes such estimates after consultation with its advisors and a
review of available facts.




RESULTS OF OPERATIONS

The following table presents a summary of results and reconciles segment operating income (loss) to
consolidated net income:

Change
2006 2005 2004 2006 2005
(Dollars in thousands)
Segment Operating Ineome
Life Marketing $174.189 $163.661 5165897 6.4 % (1.3%
Acquisitions 104,534 8G.611 87,300 297 (1.7)
Annuitics 24,645 31,933 16,467 (22.8) 93.9
Suble Value Products 47,073 54,798 53.159 (14.1) 3.1
Asset Protection 9.811 24 901 19,079 (60.6) 30.5
Corporate and Other 11.776 47.229 21,560 (75.1) 119.1
Total segment aperating income 372,028 403,133 363,462 (7.7} 109
Realized investment gains (Josses) — investments' 81,386 15,803 21.370
Realized investment gains (losses) - derivatives®™ (21.506) (41.923) kD)
Income tax expense (150.347)  {130.446)  (134.820)
Net income before cumulative elfect of change in
aceounting principle 281,361 246,567 250,381 14.2 (1.5)
Cumulative effect of change in accounting principle,
net of income tax 1] 0 (15.801)
Net income $ 280501 $246,567 S 234.580 14.2 5.1
(1) Realized investment gains (losses) - investments S104,084 S 49393 S 28305
Less participating income from real estate ventures 13.494 8.684 4]
Less related amortization of DAC 9.204 24.906 6935
S 8138 S 15803 § 21.370
(2} Realized investment gains (losses) - derivatives S (21.516) 3 30881y S 19.591
Less settlements on certain interest rate swaps 2,737 11.393 16,222
Less derivative losses related to certain annuities (2.747) (351} 1
S 21506y $ (41,9233 S 369

Net income for 2006 reflects net realized investment gains (compared to net losses in 2005), partially offset by
lower overall segment operating income. Net realized investment gains were $59.9 million in 2006, compared (o nel
realized investment losses of $26.1 million in 2005, a favorable change of $86.0 million. Following the acquisition of
the Chase insurance Group, the investment portfolio associated with that acquisition was rebalanced to conform to-the
Company’s overall investment and asset/hability matching strategies, resulting in an increase in realized investment
gains in 2006. Life Marketing’s operating income increased due to growth in business in-force and favorable DAC
unlocking. Earnings in the Acquisitions segment increased 30% compared to the prior year. as a result of the Chase
Insurance Group acquisition which was completed effective July 3. 2006. and contributed $29.0 million to the
segment’s operating income in 2006, The increase resulting from this acquisition was partially offset by the normal
runoft of the segment’s previously acquired closed blocks of business. Earnings in the Annuities segment were down
in 2006 due to favorable DAC unlocking in 2005 that increased prior year earnings by 516.2 million. Excluding the
DAC unlocking. Annuities segment eamings increased 57.8%, due to increasing account values, higher interest spreads,
and improvement in the equity markets. Spread compression caused by higher short term interest rates combined with
slightly lower average account values resulted in a decline in earnings in the Stable Value Products segment. The Asset
Protection segment’s continued focus on pricing and underwriting initiatives continue to yield steady reductions in loss
ratios in all core product lines. Excluding the $27.1 million impact of bad debt charges in the Lender’s Indemnity
product the segment is no longer marketing, operating income for the Asset Protection Segment increased 48.2% in
2006 due to these improved loss ratios and continued expense management. Lower investment income resulting from a
decrease in unallocated capital. lower participating income and prepayment fees from mortgages and real estate, and
higher interest expense caused the decline in operating income for the Corporate and Other segment in 2006.

Net income for 2005 reflected moderate growth in segment operating income compared to 2004, offset by net
realized investment losses. Net realized investment losses were $26.1 million in 2005, compared to net realized
investment gains of $21.7 million in 2004, a change of $47.8 million. Partially offsetting the change in realized
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investment gains and losses is the cumulative effect charge of $15.8 million recorded in 2004 arising from the
Company’s adoption of SOP 03-1 (see Note 7 to Consolidated Financial Statements for further discussion of
SOP 03- 1). Life Marketing’s operating income decreased slightly in 2005 primarily due to favorable expense
adjustments that increased earnings in 2004, while the 2005 decline in earnings in the Acquisitions segment was caused
by the normal runoff of the segment’s previously acquired blocks of business. Favorable unlecking of DAC in the
market value adjusted annuity and variable annuity lines, increasing account values, and improvement in the equity
markets resulted in earnings that nearly doubled in the Annuities segment in 2005 compared to 2004. Increased
average account values and reductions in operating expenses enabled the Stable Value Products segment to increase
earnings in 2005 despite tightening spreads. The Asset Protection segment’s focus on pricing and underwriting
initiatives resulted in steady reductions in 2003 in loss ratios in all core product lines. These improved loss ratios along
with continued expense management resulted in an increase to operating income in 2005 in the Asset Protection
segment as compared to 2004. Increased investment income resulting from an increase in unallocated capital and
higher participating income and prepayment fees from mortgages and real estate generated the increase in operating
income for the Corporate and Other segment in 2005.

RESULTS BY BUSINESS SEGMENT

tn the following segment discussions, various statistics and other key data the Company uses to evaluate its
segments are presented. Sales statistics are used by the Company to measure the relative progress in its marketing
efforts, but may or may not have an immediate impact on reported segment operating income. Sales data for traditional
life insurance are based on annualized premiums, while universal life sales are based on annualized planned (target)
premiums plus 6% of amounts received in excess of target premiums. Sales of annuities are measured based on the
amount of deposits received. Stable value contract sales are measured at the time that the funding commitment is made
based on the amount of deposit to be received. Sales within the Asset Protection segment are generally based on the
amount of single premium and fees received.

Sales and life insurance in-force amounts are derived from the Company’s various sales tracking and
administrative systems, and are not derived from the Company’s financial reporting systems or financial statements.
Mortality variances are derived from actual claims compared to expected claims. These variances do not represent the
net impact to earnings due to the interplay of reserves and DAC amortization.

Life Marketing

The Life Marketing segment markets level premium term insurance {(“traditional iife™), universal life (*UL™),
variable universal life, and bank owned life insurance (“BOLI”} products on a national basis primarily through
networks of independent insurance agents and brokers, stockbrokers, direct marketing channels, and independent
marketing organizations. Segment results were as follows:

CHANGE
2006 2005 2004 2006 2005
(Dollars in thousands)
REVENUES
Gross premiums and policy fees $1,327,865  $1,190,623 51,026,889 11.5% 15.9%
Reinsurance ceded (906,590) {902,055) (818,207) 0.5 10.2
Net premiums and policy fees 421,275 288,508 203,632 46.0 38.3
Net investement income 308,497 261,859 238,193 17.8 9.9
Other income 137,891 111,202 94,695 24.0 17.4
Total operating revenues 867,663 661,629 541,570 3Lt 222
BENEFITS AND EXPENSES
Benefits and scttlement expenses 535,940 392 448 274,584 36.6 429
Amortization of deferred policy acquisition costs 6,227 55,688 58,970 8.2 (5.6)
Other operating expenses 97,307 49,832 42,119 953 18.3
Total benefits and expenses 693,474 497,968 375,673 39.3 326
OPERATING INCOME 174,189 163,664 165,897 6.4 {1.3)
INCOME BEFORE INCOME TAX $ 174,189 § 163,661 $ 165,897 6.4 (1.3)
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The following table summarizes key data for the Life Marketing segment:

CHANGE
2006 2005 2004 2006 2005
(Dollars in thousands)
Sales By Product
Traditional $145,380 $123.882 $171.883 17.4 % (27.9)%
Universal life 75,715 165,368 84,539 (54.2) 95.6
Variable universal life 6,524 5,465 5.236 19.4 4.4
$227.619 $294.715 $261,658 (22.8) 12.6
Sales By Distribution Channel
Brokerage general agents SE33,995 $140,575 $161,145 4.7 . (12.8)
Independent agents 40,762 75,564 55,929 (46.1) 351
Stockbrokers/banks 35,748 63,967 31.711 {45.8) 108.0
BOLI / other 17,114 12,609 12,873 35.7 2.0
$227.619 $294,715 $261,658 (22.8) 12.6
Average Life Insurance In-Force'™
Traditional $380.212,243 $340,799.613 5296,399,244 11.6 15.0
Universal life 50,296,333 45,366,295 40.416,769 10.9 12.2
$430,508,576 $3R86.165.908 $336.816,013 1.5 14.7
Average Account Values
Universal life $4,744,606 $4.110,434 53,614,026 15.4 15.6
Variable universal life 277.988 230,412 190,522 20.6 209
$3.022,594 $4,340,846 $3.804.548 15.7 5.8

Mortality Experience” $6,254 $10,557 $3,821

{13 Amounts are not adjusted for retnsurance ceded.
{2} Represents a favorable (unfavorable) variance as compared to pricing assumptions, Excludes results related to the Chase Insurance Group
which was acquired in the third quarter of 2006.

Operating income increased 6.4% in 2006 compared to 2005 primarily due to growth in business in-force as a
result of strong sales in prior periods and favorable DAC unlocking of approximately $14.1 million (sec additional
discussion of this item below.) The favorable DAC unlocking was partially offset by less favorable estimated mortality
impact on earnings of $3.2 million. Operating income decreased slightly in 2005 from 2004 reflecting higher overall
benefits and expenses, offset by increased total revenue.

The 31.1% and 22.2% increases in total revenues in 2006 and 2003, respectively, compared to the prior years,
are the result of growth of life insurance in-force and average account values, and were partially offset by higher overall
benefits and expenses (39.3% and 32.6% higher in 2006 and 2005, respectively, compared to the prior years.)
Additionally, during 2005 the Company reduced its reliance on reinsurance (see additional comments below) and
entered into a securitization structure to fund the additional statutory reserves required as a result of these changes in the
Company’s reinsurance arrangements. The securitization structure results in a reduction of current taxes and a
corresponding increase in deferred taxes as compared to the previous result obtained in using traditional reinsurance.
The benefit of reduced current taxes is attributed to the applicable life products and is an important component of the
profitability of these products. In addition to the fluctuations in premiums and benefits and settlement expenses
discussed below, earnings emerge more slowly under a securitization structure relative to the previous reinsurance
structure utilized by the Company.

Net premiums and policy fees grew by 46.0% and 38.3% in 2006 and 2005, respectively, due in part to the
growth in life insurance in-force achieved over the last several quarters combined with an increase in retention levels on
certain newly written traditional life products. Beginning in the second quarter of 2003, the Company reduced its
reliance on reinsurance by changing from coinsurance to yearly renewable term reinsurance agreements and increased
the maximum amount retained on any one life from $500,000 to $1,000,000 on certain of its newly written traditional
lite products. The Company’s maximum retention for newly issued universal life products is $1.000,000. In addition
to increasing net premiums, this change will result in higher benefits and settlement expenses, and will cause greater
variability in financial results due to fluctuations in mortality results.
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Net investment income in the segment increased 17.8% m 2006 and 9.9% in 2003, reflecting the growth of the
segment’s assets caused by the increase in life reserves, while other income increased 24.0% and 17.4% for 2006 and
2005, respectively, primarily due to additional income from the segment’s broker-dealer subsidiary and higher fees
generated by a direct marketing subsidiary. The increase in income from the broker-dealer subsidiary is the result of
increased fees related to variable annuity managed accounts and higher investment advisory fees. This increase in
income was primarily offset by an increase in commission expenses and other operating expenses.

Benefits and settlement expenses were 36.6% and 42.9% higher in 2006 and 20035, respectively, than the prior
years due to growth in life insurance in-force, increased retention levels on certain newly written traditional life
products and higher credited interest on UL products resulting from increases in account values. Less favorable
mortality experience contributed to the increase in 2006 compared to 2005. The gross mortality variance (actual results
compared to pricing)} for 2006 was $4.3 million less favorable than 2005. The estimated mortality impact on earnings
for 2006 was a favorable $1.4 million, which is $3.2 million less favorable than estimated mortality impact on earnings
for 2005. During 2005, favorable DAC unlocking on UL products (see below) resulted in an increase to the SOP 03-1
liability and a corresponding increase to benefits and settlement expenses, contributing to the increase in these expenses
in 2005 as compared to the prior year.

Amortization of DAC was 8.2% higher in 2006 compared to 2005 primarily due the growth in life insurance
in-force, partially offset by DAC unlocking. An evaluation of DAC, including a review of the underlying assumptions
of future mortality, expenses, lapses, premium persistency, investment yields, and interest spreads is performed by the
Company regularty. The Company adjusted DAC on its West Coast Life UL product during the second quarter of
2006, and for its other UL products during the third quarter of 2006 and 1he fourth quarter of 2005. As a result of these
reviews, assumptions were updated based on actual experience and/or expectations for the future. These changes in
assumptions, and resulting adjustments to DAC, referred to as “unlocking,” resulted in favorable adjustments of
approximately $12.6 million during 2006 and unfavorable adjustments of approximately $1.5 million during 2005.

Other operating expenses for the segment were as follows:

CHANGE
2006 2005 2004 2006 2005
(Dollars in thousands)
Insurance Companies:
First year commissions $325,722 $ 346,635 $ 288,991 (6.0)% 19.9 %
Renewal commissions 38,303 33,219 32,985 15.3 0.7
First year ceding allowances (114,387) (125,828) (167,197) (9.1) 24.7)
Renewal ceding allowances {222,083) (187,002) (159,383) 18.8 17.3
General & administrative 165,386 175,523 187,892 (5.8) (6.6)
Taxces, licenses and fees 30,829 31,640 22,852 {2.6) 38.5
Other operating expenses incurred 223,710 274,187 206,140 (18.4) 330
Less commissions, allowanees & expenses capitalized (265.533) (332,495) (256,336) (20.1) 29.7
Other operating expenses (41,763) (58,308 {50,196} (28.4) 16.2
Marketing Companies:
Commissions 84,143 70,771 62,755 18.9 128
Other 54,927 37,369 29,560 47.0 264
Other operating expenses 139.070 108,140 92,315 28.6 17.1
Other operating expenses § 97307 $ 49,832 $ 42,119 953 18.3

The Company utilizes reinsurance for most of its products, with the terms of the reinsurance agreed upon
before products are made available for sale. The Company determines its pricing, and analyzes its financial
performance, on a net of reinsurance basis with the objective of achieving an attractive return on investment for its
sharehelders. Generally, the Company’s profits emerge as a level percentage of premium for Statement of Financial
Accounting Standards No. 60 (“SFAS 607} products and as a level percentage of estimated gross profits for Statement
of Financial Accounting Standards No. 97 (“SFAS 97) products. Under both SFAS 60 and 97, the amount of earnings
and investment will vary with the utilization of reinsurance. In addition, the utilization of reinsurance can cause
fluctuations i individual income and expense line items from vear to year. Consideration of all components of the

36




segment’s income statement, including amortization of deferred acquisition costs (“DAC”), is required to assess the
impact of reinsurance on segment operating income.

Reinsurance allowances represent the amount the reinsurer is willing to pay for reimbursement of acquisition
and other costs incurred by the direct writer of the business. The amount and timing of these allowances are negotiated
by the Company and each reinsurer. The Company receives allowances according to the preseribed schedules in the
reinsurance coniracts, which may or may not bear a relationship to actual operating expenses incurred by the Company.
First year commissions paid by the Company may be higher than first year ailowances paid by the reinsurer, and
reinsurance altowances may be higher in later years than renewal commissions paid by the Company. However the
pattern of reinsurance allowances does not impact the pattern of earnings from year to year. While the recognition of
reinsurance allowances is consistent with U.S. GAAP, non-deferred allowances often exceed the segment’s non-
deferred direct costs, causing net other operating expenses to be negative. However, consistent with SFAS 60 and
SFAS 97, fluctuations in non-deferred allowances tend to be offset by changes in DAC amortization with the resulting
profits emerging as a level percentage of premiums for SFAS 60 products and as a level percentage of estimated gross
profits for SFAS 97 products.

Reinsurance allowances tend to be highest in the first year of a policy and subsequently decline. Ultimate
reinsurance allowances are defined as the level of allowances at the end of a policy’s term. The Company's practice is
to defer as a component of DAC, reinsurance allowances in excess of the ultimate allowance. This practice is
consistent with the Company's practice of deferring direct commissions.

The following table summarizes reinsurance allowances for each period presented, including the portion
deferred as a part of DAC and the portion recognized immediately as a reduction of other operating expenses. As the
non-deferred portion of reinsurance allowances reduce operating expenses in the period received, these amounts
represent a net increase to operating income during that period. The amounts capitalized and earned during 2006, 2005,
and 2004 are quantified below:

CHANGE.
2006 2005 2004 2006 2005
{Dallars in thousands)
Allowances received % 336470 $312,830 $ 326,580 7.6 % (4.2)%
Less amount deferred (203,695) (175,205) {198,358) 16.3 1.7
Allowances recognized (reduction in other
operating expenses) $ 132,775 $ 137,625 $128,222 (3.3 7.3

Non-deferred reinsurance allowances of $132.8 million, $137.6 million, and $128.2 million were recognized in
2006, 2005, and 2004, respectively, resulting in reductions in operating expenses by these amounts in the same periods.
Non-deferred reinsurance allowances decreased 3.5% in 2006 and increased 7.3% in 2005, compared to the prior years.
The decrease in 2006 was caused by lower allowances associated with recent reinsurance treaties. In general,
allowances negotiated with reinsurers have been declining over the past several quarters as a result of the consolidating
reinsurance market. The 2005 increase was primarily the result of increases in the Company’s life insurance in-force.

Reinsurance allowances do not affect the methodology used to amortize DAC or the period over which such
DAC is amortized. However, they do affect the amounts recognized as DAC amortization. DAC on SFAS 97 products
is amortized based on the estimated gross profits of the policies in force. Reinsurance allowances are considered in the
determination of estimated gross profits, and therefore impact SFAS 97 DAC amortization. Deferred reinsurance
allowances on SFAS 60 policies are recorded as ceded DAC, which is amortized over estimated ceded premiums of the
policies in force. Thus, deferred reinsurance allowances on SFAS 60 policies impact SFAS 60 DAC amortization.

The amounts of ceded premium paid by the Company and allowances reimbursed by the reinsurer are reflected
in the table below:

CHANGE
2006 2005 2004 2006 2005
(Dollars in thousands)
Ceded premiums $906,590 $902,055 $818,207 0.5% 10.2 %
Allowances received 336,470 312,830 326,580 7.6 (4.2}
Net ceded premium $570,120 $589 255 $491,627 (3.20% 19.9 %
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The net ceded premium declined 3.2% in 2006, reflecting the Company’s reduced reliance on reinsurance that
began in the second quarter of 2005. (See discussion above related to the Company’s change in its reinsurance strategy,
including its increase in retention levels.) The increase in the net ceded premium in 2005 compared to the prior year is
the result of the segment’s growth in life insurance in-force. The sepment’s average life insurance in-force increased
14.7% in 2005 compared to the prior year.

Claim liabilities and policy benefits are calculated consistently for all policies in accordance with U.S. GAAP,
regardless of whether or not the policy is reinsured. Once the claim liabilities and policy benefits for the underlying
policies are estimated, the amounts recoverable from the reinsurers are estimated based on a number of factors
including the terms of the reinsurance contracts, historical payment patterns of reinsurance partners, and the financial
strength and credit worthiness of its reinsurance partners.

Liabilities for unpaid reinsurance claims are produced from claims and reinsurance system records, which
contain the relevant terms of the individual reinsurance contracts. The Company monitors claims due from reinsurers
to ensure that balances are settled on a timely basis. Incurred but not reported (“IBNR™) claims are reviewed by the
Company’s actuarial staff to ensure that appropriate amounts are ceded.

Ceded policy reserves are calculated by various administrative systems based on the nature of the specific
reinsurance transactions and terms of the contracts.

The Company analyzes and monitors the credit worthiness of each of its reinsurance partners to ensure
collectibility and minimize collection issues. For reinsurance companies that do not meet predetermined standards, the
Company requires collateral such as asseis held in trusts or letters of credit.

Other operating expenses for the insurance companies increased in 2006 from the prior year as a result of
higher incurred non-deferrable expenses. Other operating expenses decreased in 2005 as a result of lower expenses
incurred per policy issued, combined with higher DAC capitalization driven by the significant growth in UL sales in
2005 as compared to 2004. Amounts capitalized as DAC generally include first year commissions, reinsurance
allowances, and other deferrable acquisition expenses. The changes in these amounts generally reflect the trends in
sales. Additionally, the first quarter of 2006 included a $2.1 million true-up of field compensation expenses related to
sales in prior periods that increased expense.

Other operating expenses for the segment’s marketing companies increased 28.6% and 17.1% for 2006 and
2005, respectively, compared to the prior years, primarily as a result of higher commissions and other expenses in the
segment’s broker-dealer subsidiary associated with the higher revenue. The broker-dealer subsidiary also incurred
additional expenses in 2006 related to new business initiatives.

Sales for the segment declined 22.8% in 2006 versus 2005, primarily due to sharp declines in UL sales.
Traditional life sales increased 17.4% in 2006, Traditional life sales were negatively impacted during the first half of
2005 as a result of pricing adjustments on certain traditional life products in response to the rising cost of reinsurance,
The Company was able to improve its competitive position with respect to these products in the third quarter of 2005 by
reducing its reliance on reinsurance for certain newly written traditional life products. As a result, traditional life sales
improved during the second half of 2005, and this upward trend in traditional life sales continued into 2006. The 54.2%
decline in UL sales in 2006 is the expected result of pricing adjustments on certain UL products in response to the
higher reserve levels required under Actuarial Guideline 38 (“AG38”). See additional discussion of AG38 and its
impact on certain UL products in the “Recent Developments” section herein.  Sales of BOLI business improved in
2006. BOLI sales can vary widely between periods as the segment responds to opportunities for these products only
when required returns can be achieved.

The Company has reduced its reliance on reinsurance for newly written traditional life products by moving
towards a securitization structure under which profitability is not expected to emerge immediately after the business is
written. In addition, older, more profitable traditional life policies continue to run off in the ordinary course. These two
factors combined with financing costs in connection with the securitization structure and the Company’s pricing actions
to remain competitive in the market are expected to put pressure on the profitability of this segment.
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Acquisitions

The Acquisitions segment focuses on acquiring, converting, and servicing policies acquired from other
companies. The segment's primary focus is on life insurance policies and annuity products sold to individuals. On
July 3, 2006, the Company completed its acquisition of the Chase Insurance Group, which consists of five insurance
companies that manufacture and administer traditional life insurance and annuity products and four related non-
insurance companies (which collectively are referred to as the “Chase Insurance Group™). The Chase Insurance
Group’s results of operations are included in the Company’s consolidated results of operations beginning July 3, 2006,

Segment results were as follows:

CHANGE
2006 2005 2004 2006 2005
{Dollars in thousands)
REVENUES
Gross premiums and policy fees 3514578 $261,003 $276,394 97.2% (5.6)%
Rewnsurance ceded {256,311} (74,199} (72,062) 2454 3.0
Net premiums and policy fees 258.260 186,804 204,332 3R3 (8.6}
Net investment income 413,636 223201 232,499 85.3 (4.0)
Other income 6.038 1,605 2,272 276.2 {29.4)
Total operating revenues 677.934 411610 439103 04.7 (6.3)
Realized gains (losscs) - investments 73.881 0 0
Realized gains (losses) - derivatives {45,165 0 0
Total revenues 706,650 41,610 439,103
BENEFITS AND EXPENSES
Benefits and settlement expenses 494,533 273,626 287,356 80.7 {4.8)
Amortization of deferred policy acquisition costs and
vilue of businesses acquired 52,038 27,072 28,652 922 (5.5)
Other eperating expenses 26,829 30,301 35,795 (11.5) (15.3)
Operating benefits and expenses 573,400 330,999 351,803 73.2 (5.9)
Amortization of DAC/VOBA related 1o realized gains
(losses) - investments 6,776 0 0
Total benefits and cxpenses 580,176 330,999 351,803
INCOME BEFORE INCOME TAX 126474 80,611 87,300 569 (7.7
Less realized gains (losses) - investments 28716 0 0
Less related amortization of DAC {6,776) 0 0
OPERATING INCOME $ 104,534 $ 80,611 $ 87300 29.7 (1.1
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The following table summarizes key data for the Acquisitions segment:

CHANGE
2006 2005 2004 2006 2005
(Dollars in thousands)
Average Life Insurance In-Force'!”
Traditional $235,299,391 310,786,754  $11,694.948 2081.4% (71.8)%
Umiversal life 33,241,672 17,178,862 18,077,468 93.5 (5.0
$268,541.063 §27.965,616 $29,772,416 860.3 (6.1)
Average Account Values
Universal life $ 3098263 ¥ (706,682 & 1,723,647 81.6 {1.y
Fixed annuity™ 5,410,865 213,530 218,087 2438.2 2.1y
Variable annuity 193,616 76,033 89,327 i54.6 (149
$ 8711.744 $ 1,995,645 % 2,031,061 336.5 (1.7
Interest Spread — UL & Fixed Annuities
Net investment income yield 6.34% 7.00% T17%
Interest ceedited to policyholders 4.11 5.15 5.22
Interest spread 2.23% 1.85% 1.95%
Mortality Experience'” $7.087 $4,815 $5,364

{1)  Amounts are not adjusted for reinsurance ceded.

{2) Includes general account balances held within variable annuity products and is net of reinsurance ceded.

{3} Represents a favorable variance as compared to pricing assumptions. Excludes resulis related to the Chase Insurance Group which was
acquired in the third quarter of 2006.

In the ordinary course of business, the Acquisitions segment regularly considers acquisitions of blocks of
policies or smaller insurance companies. The level of the segment’s acquisition activity is predicated upon many
factors, including available capital, operating capacity, and market dynamics. Policies acquired through the Acquisition
segment are typically “closed” blocks of business (no new policies are being marketed). Therefore, earnings and
account values are expected to decline as the result of lapses, deaths, and other terminations of coverage unless new
acquisitions are made. As previously discussed, the Company completed the acquisition of the Chase Insurance Group
during the third quarter of 2006. This acquisition drove the increases in revenues, expenses, and earnings of the
segment for 2006, as compared to the prior year. This acquisition also drove the large increases in the segment’s life
insurance in-force and UL and annuity account values compared to the prior years.

Net premiums and policy fees increased 38.3% in 2006 as a result of the Chase Insurance Group acquisition
which contributed $76.2 million to the segment’s net premiums and policy fees during 2006. Net investment income
increased significantly in 2006 compared to 2005 due to the increase in liabilities resulting from the current year
acquisition. The interest spread increased 38 basis points during 2006 as a result of the higher spreads associated with
the Chase Insurance Group block of business acquired in the current year. The segment continues to review credited
rates on UL and annuity business to minimize the impact of lower earned rates on interest spreads.

Benefits and settlement expenses for 2006 are 80.7% higher than 2005 primarily due to the current period
acquisition, which contributed $228.7 million to expenses in 2006. The Chase Insurance Group acquisition resulted in
an additional $32.3 mitlion of VOBA amortization for 2006, driving the annual increase of 92.2%. Other operating
expenses decreased 11.5% from 2005 as a result of the runoff of the closed blocks of business and seasonality within
the Chase Insurance Group block of business, partially offset by conversion costs incurred related to the 2006
acquisition.

Operating income was 7.7% lower in 2005 compared to 2004 due to the steady decline in the segment’s closed
blocks of business. [n addition to the expected decline resulting from the runoff of business, net premiums and policy
fees were additionally decreased in 2005 by payments of amounts due under two reinsurance treaties. While this had
no net income impact, the payments decreased net premiums and policy fees by $3.9 million, benefits and settlement
expenses by $3.5 million, and other operating expenses by $0.3 million. The 2005 decline in net investment income is
due to the runoff of business combined with l[ower overall earned rates in 2005. The interest spread was 10 basis points
lower in 2005 than in 2004,
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Benefits and settlement expenses continued to decrease in 2005 compared to 2004 due te the decline in
business in-force as well as normal fluctuations in mortality. The 2005 decrease also includes the impact of the
reinsurance payments mentioned above. Amortization of DAC decreased in 2005 due to the overall decline in business,
Other operating expenses decreased during 2005 due to lower commissions resulting from lower net premiums,
reductions in other general expenses, and the reinsurance payments discussed above.

Annuities
The Annuities segment manufactures, sells, and supports fixed and variable annuity products. These products J

are primarily sold through stockbrokers, but are also sold through financial institutions and independent agents and !
brokers. Segment results were as follows: !

CHANGE

2006 2005 2004 2006 2005 ‘
{Dollars in thousands) ‘
REVENUES j
Gross premiums and policy fees $ 32,074 $ 31.810 $ 30,341 0.8 % 4.8% ‘
Reinsurance ceded 0 0 0 0.0 0.0 ‘
Net premiums and policy fees 32,074 31,810 30,341 0.8 4.8 |
Net investment income 225,160 218,700 210,888 3.0 3.7 |

Reatized pains (losses) - denivatives (2,747 (351 1] 682.6 n/a
Other income 10,436 7972 7.004 34.3 11.0 I
Operating revenues 264,923 257,931 248,233 27 39 ‘
Realized gains (losses) - invesiments 4.697 30,980 9,873 |
Total revenues 269,620 288,911 258,106 ‘
BENEFITS AND EXPENSES \
Benefits and settlement expenses 191,238 187.791 183,271 1.8 2.5 ‘
Amortization of deferred policy acquisition costs 25.444 12,606 25,336 101.8 (50.2) :
Other operating expenses 23,596 25.601 23,159 (7.8) 10.5 [
Operating benefits and expenses 240,278 225,998 231,766 6.3 (2.5) ;
Amortization of DAC related to realized gains !
{losscs) - investments 2,428 24,906 6,935 I
Total benefits and expenses 242,706 250,904 238,701 1
INCOME BEFORE INCOME TAX 26,914 38.007 19,405 (29.2) 959 ;
Less realized gains (losses) - investments 4,697 30.980 9.873 |
Less related amortization of DAC {2.428) {24.506) (6.935) |

OPERATING INCOME $ 24,645 $ 31.933 $ 16467 (22.8) 319
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The following table summarizes key data for the Annuities segment;

CHANGE
2006 2005 2004 2006 2005
(Dollars in thousands)
Sales
Fixed annuity 3 878178 $275.038 $443,176 2193 % (37.9%%
Variable annuity 322,762 312,211 282,926 34 10.4
51,200,940 $587,249 $726,096 104.5 (19.1)
Average Account Values
Fixed annuity'” $3,608,819 $3,448,977 $3,228,976 46 6.8
Variable annuity 2,399,832 2,221,881 2,022,101 8.0 9.9
$6,008.651 $5,670.858 $5.251,077 6.0 8.0
Interest Spread — Fixed Annuities™
Net investment income yield 6.17% 6.26% 6.45%
Interest credited 1o policyholders 5.32 5.45 5.61
[nterest spread 0.85% 0.81% (0.84%
As of December 31 CHANGE
2006 2005 2004 2006 2005
GMDB - Net amount at risk'” $93,883 $142,244 $182,038 (340  (21.9%
GMDB - Reserves 51,784 $2,055 54,575 (13.2) (55.1)
S&P 500 Indes 1,418 1,248 1,212 13.6 3.0

{13 Includes general account balances held within variable annuity products.
(2) Interest spread on average general account values.
(3)  Guaranteed death benefit in excess of contract holder account balance.

Segment operating income declined 22.8% in 2006 from the prior year, while it increased 93.9% in 2005
compared to 2004. Both of these changes were primarily due to favorable unlocking of DAC in the market valye
adjusted annuity and variable annuity lines during 2005, which is discussed in more detail below. Excluding the impact
of DAC unlocking, segment operating income increased 57.8% and decreased 8.1% in 2006 and 2005, respectively,
compared to the prior year periods. The impact of the favorable unlocking in 2005 was somewhat offset in 2006 by
improvement in the equity markets, increasing account values, and improvement in the interest spread.

Segment operating revenues increased 2.7% and 3.9% in 2006 and 2005, respectively, compared to the prior
years. Minor fluctuations in net premiums and policy fees were offset by changes in net investment income and other
income. Average account balances grew 6% and 8% in 2006 and 2005, respectively, resulting in higher investment
income as well as higher other income, due to an increase in asset-based fees. The additional income resulting from the
larger account balances was partially reduced in 2005 by lower interest spreads resulting primarily from a rebalancing
of the investment portfolio.

During the first quarter of 2003, the investment portfolio was rebalanced to improve the duration match
between the segment’s assets and liabilities. Approximately $300 million in securities were sold, causing the large
realized investment gains recognized in 2005. These gains were partially offset by $22.4 million in DAC amortization
associated with those gains. The resulting funds from this transaction were reinvested in assets with lower rates than
the investments that were sold, causing a decline in the investment income yield for the segment’s portfolio beginning
in the second quarter of 2005. The segment continually monitors and adjusts credited rates as appropriate in an effort to
maintain its interest spread. Adjustments to credited rates have enabled the segment to increase the net interest spread
achieved steadily since the 2005 portfolio rebalancing, resulting in a net increase in interest spreads of 4 basis points in
2006.

Operating benefits and expenses increased 6.3% in 2006, while they decreased 2.5% in 2005 relative to prior
years. These fluctuations are primarily the result of changes in DAC amortization. The Company periodically reviews
and updates as appropriate its key assumptions including future mortality, expenses, lapses, premium persistency,
investment yields and interest spreads. Changes to these assumptions result in adjustments which increase or decrease




DAC amortization. The periodic review and updating of assumptions is referred to as “unlocking™. DAC amortization
for the Annuities segment was reduced $16.2 million in 2005 due to two separate favorable DAC unlocking events.
The first unlocking occurred during the second quarter in the market value adjusted annuity line, when DAC
amortization was reduced $5.0 million as a result of the portfolio rebalancing discussed above. While the investment
income yield obtained on the reinvested assets resulting from the portfolio rebalancing was lower than the yield
obtained prior to the rebalancing, the actual yield on the reinvested assets exceeded previously projected spread income.
The higher investment yield resulted in higher future estimated gross profits (“EGPs™) in the segment’s market value
adjusted annuity line, causing the favorable unlocking of DAC.

The second unlocking occurred in the fourth quarter in the market value adjusted and variable annuity lines,
and reduced DAC amortization by $11.2 million. This unlocking was a combination of a review of assumptions
underlying future EGPs (prospective unlocking) and a “true-up” of past EGPs to actual gross profits ("AGPs”) in the
DAC amortization models (retrospective unlocking}. AGPs were higher than the EGPs previously used in the DAC
amortization model primarily as a result of general improvement in equity market returns, resulting in the favorable
unlocking and reduction in DAC amortization in 2005, As a result of the 2005 adjustments to EGPs, gross profits
recognized in these lines have been lower in 2006 than the gross profits recognized in 2005. DAC is amortized in
proportion to gross profits, so decreased gross profits results in less DAC amortization.

Partially offsetting the favorable DAC adjustments in 2005 were higher other operating expenses. These
expenses were higher in 2005 due to expenses incurred related to the development of a new product.

Total sales were 104.5% higher in 2006 than the prior year. The Chase Insurance Group acquisition (see
Note 3 to the Consolidated Financial Statements) and the continuation of new annuity sales through the former Chase
distribution system, contributed $275.9 million in fixed annuity sales in 2006. Excluding the impact of the acquisition,
total sales increased 57.5% in 2006 compared to the prior year. Sales of fixed annuities (excluding the impact of the
acquisition) increased 119.0% as a result of higher interest rates compared to 2005 and strong sales increases in the
equity indexed annuity product which was first introduced in 2005. A general improvement in the equity markets
reduced the net amount at risk with respect to guaranteed minimum death benefits by 34.0%.

Total sales declined 19.1% in 2005 as compared to 2004. The decline in fixed annuity sales in 2005 was
primarily due to the nonrecurring sales of $122 million of single premium immediate annuities in the fourth quarter of
2004 on an institutional basis in a structured transaction. Sales made through structured transactions are opportunistic
in nature and may vary widely between periods. Fixed annuity sales for 2005 were also negatively impacted by lower
interest rates. Sales trends showed steady improvement throughout 2003, in part due to increasing sales of the equity
indexed annuity product during the second half of the year. Variable annuity sales increased 10.4% in 2005 compared
to 2004 as a result of general improvement in the equity markets. In addition to benefiting variable annuity sales, the
improved equity markets also reduced the net amount at risk with respect to guaranteed minimum death benefits by
21.9%.
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Stable Value Products

The Stable Value Products segment sells guaranteed funding agreement (“GFAs”) to special purpose entities
that in turn issue notes or certificates in smaller, transferable denominations. The segment also markets fixed and
floating rate funding agreements directly to the trustees of municipal bond proceeds, institutional investors, bank trust
departments, and money market funds. Additionally, the segment markets guaranteed investment contracts (“GICs”) to
401{k) and other qualified retirement savings plans. Segment results were as follows:

CHANGE
2006 2005 2004 2006 2005
{Dollars in thousands)
REVENUES
Net investment income $325.653 $310,715 $268,184 4.8 % 159 %
Realized gains (losses) 1,161 {16,065) 13,225
Total revenucs 326,814 294,650 281,409
BENEFITS AND EXPENSES
Benetits and settlement expenses 269,851 246,134 205,168 9.6 . 20.0
Amortization of deterred policy acquisition costs 4,438 4,694 3.480 (5.5} 349
Other operating expenses 4,201 5,089 6,377 (Lsn {20.2)
Total benefits and expenses 278,580 255917 215,025 8.9 19.0
INCOME BEFORE INCOME TAX 48,234 38,733 66,384 245 (41.7)
Less realized gains (losses) 1,161 (16,065) 13,225
OPERATING INCOME $ 47,073 3 54,798 $ 53,159 (14.1) 3.1
The following table summarizes key data for the Stable Value Products segment:
CHANGE
2006 2005 2004 2006 2005
(Dollars in thousands}
Sales
GIC $§ 294,100 96,350 $ 59,000 205.2% 63.3%
GFA — Dirgct Institutional 0 100,000 67.020 n/a 49.2
GFA — Registered Netes - Institutional 0 1,035,000 925,000 n/a 11.9
GFA — Registered Notes — Retail 139,826 180,931 531,560 {(22.7) (66.0)
$ 433,926 $1,412.281 $1,582,380 {69.3) (10.8)
Average Account Values $5,751,796 $5,872,635 $5,122,170 (2.1} 14.7
Opcerating Spread
Net investment income yicld 5.78% 5.42% 5.39%
Interest credited 4.79 4.29 4.12
Operating expenses 0.15 0.17 0.20
Operating spread 0.84% 0.96% 1.07%

Operating income declined 14.1% in 2006 compared to the prior year, due to spread compression of 12 basis
points and a 2.1% decline in average account balances. The primary driver of the spread compression was increasing
short term interest rates, resulting in higher interest crediled rates. The segment continues to review its investment
portfolio for opportunities to increase the net investment income yield in an effort to maintain interest spreads.

Operating income increased modestly in 2005 compared to 2004, as a result of the 14.7% increase in average
account balances, partially offset by spread compression of 11 basis points. The growth in average account balances
was driven by sales of the segment’s registered funding agreement-backed notes program. The primary driver of the
spread compression was increasing short term interest rates, resulting in higher interest credited rates.

Total sales declined 69.3% and 10.8% for 2006 and 2005, respectively, compared to the prior year periods.
The Company chose not to participate in the institutional funding agreement-backed note market during 2006. The
segment no longer markets inflation-adjusted notes, which were first offered in 2004 and accounted for 44% of the
segment’s retail sales in that year.
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Asset Protection

The Asset Protection segment primarily markets extended service contracts and credit life and disability
insurance to protect consumers’ investments in automobiles, watercraft, and recreational vehicles (“RV™). In addition,
the segment markets an inventory protection product ("IPP™) and a guaranteed asset protection (“GAP”") product. On
July 14, 2006, the Company completed its acquisition of the vehicle extended service contract business of Western
General. Western General is headguartered in Calabasas, California and is a provider of vehicle service contracts
nationally, focusing primarily on the west coast market. In additon, Western General currently provides extended
service contract administration for several automobile manufacturers and provides used car service contracts for a
publicly-traded national dealership group. Western General’s result of operations are included in the Company’s and
the Asset Protection segment’s results beginning on July |, 2006.

Segment results were as follows:

CHANGE
2006 2005 2004 2006 2005
(Dollars in thousands}
REVENUES
Gross premiums and policy fees ) § 404,524 $ 429,903 $ 439,079 (5.9% (2.17%
Reinsurance ceded (208.291) (250.430) (234,345) (16.8) 6.9
Net premiums and policy fees 196,233 179473 204,734 9.3 (12.3)
Net investment income 33.345 32389 30,939 3.0 4.7
Other income 66.749 46.236 39.680 44.4 16.5
Total operating revenues 296,127 258,098 275,353 14.8 (6.3)
BENEFITS AND EXPENSES
Benefits and settlement expenses 98,418 101,477 121,007 (3.0) (16.1)
Amortization of deferred policy acquisition costs 71,0605 69474 72273 23 (3.9)
Other operating expenses 117.033 02,246 62,994 88.0 (1.2)
Taotal benefits and expenses 286,516 233,197 256,274 229 (9.0)
OPERATING INCOME (LOSS) YR 24,901 19,079 (60.6) 30.5
INCOME (LOSS) BEFORE INCOME TAX £ 981l § 24901 $ 19,079 (60.6) 3015

The following table summanizes key data for the Asset Protection segment:

CHANGE
2006 2005 2006 2005
{Dollars in thousuands)

Sales
Service contracts §279,781 $22K,655 $202,983 12.6%
Credit insurance 140,769 208,878 217,585 (4.0}
Other products 115,069 51,232 39,755 28.9
$535.619 TARK, 765 $460,323 6.2

Loss Ratios'"
Service contracts 66.7% 72.9% 78.4%
Credit insurance 355 36.7 38.3
Other products 29.2 62.9 09.0

(1} Incurred claims as a percentage of earned premiums.

Operating income declined 60.6% during 2006 compared to the prior year, primarily due to charges in one of
the lines the segment is no longer marketing. During 2006. the segment was negatively impacted by $27.1 miilion of
bad debt charges ($1.1 million in the second quarter and $26.0 million in the third quarter) related to its Lender’s
Indemnity product line. The product guarantees to the lender, primarily credit unions, the difference between a value
calculated based on the estimated or actual market value of a vehicle and the outstanding balance of a loan in the event
the vehicle is repossessed or sold because the loan is in default. The Company ceased offering the Lender’s Indemnity
product in 2003. The bad debi charges recorded in the third quarter of 2006 followed the bankruptey filing related 1o
CENTRIX Financial LLC (“CENTRIX"), the originator and servicer of the business, and is the result of the Company’s
assessment. based in part on lacts discovered by an audit afier the bankruptcy filing, of the inability of CENTRIX and
an affiliated reinsurer to meet their obligations under the program.




In the short term, CENTRIX is expected to continue to operate as debtor in possession and service the
outstanding loans. The Company has increased reserves for the remaining business based on the expectation that the
frequency and severity of losses will be greater than previously assumed. These assumptions will be analyzed and
updated as the business continues to run off, which will essentially be complete by 2008,

Excluding the impact of the Lender’s Indemnity bad debt charges, operating income increased 48.2% for
2006, compared to the prior year. Earnings from core product lines are up $13.4 million for 2006 compared (o the prior
year, while excluding the bad debt charges discussed above, results from lines the segment is no longer marketing
declined $1.4 million for the same period. Within the segment’s core product lines, earnings from service contracts and
other products in 2006 improved $7.6 million and $8.5 million, respectively, compared to the prior year. The Western
General acquisition completed during the third quarter of 2006 contributed $3.7 million to service contract earnings in
2006. The improvement in earnings from other products is primarily due to the segment’s [PP line, which improved as
a result of higher premiums and favorable claim results. Credit insurance earnings declined $2.7 million in 2006
compared to the prior year, primarily due to lower volume and higher expenses. The Company is discontinuing the
marketing of credit insurance products through financial institutions,

Operating income increased 30.5% in 2005 compared to 2004 as a result of higher earnings from core product
lines. Within the segment’s core product lines, service contract and credit insurance earnings improved $3.3 million
and $1.7 million, respectively, compared to the prior year, while eamings from other products increased $2.1 million.
These positive results were partially offset by the lack of income from the sale of inactive charters in 2005, compared to
charter sale gains of $1.2 millien in 2004. Results from lines the segment is no longer marketing were relatively
unchanged in 2005 from 2004,

Net premiums and policy fees increased 9.3% in 2006 while they decreased 12.3% in 2005, compared to the
prior years. The improvement in 2006 was the result of increases of $11.9 million in the service contract line
($8.6 million of which was due to the Western General acquisition) and $15.0 million in other products (primarily IPP
and GAP preduct lines), offset by decreases in the credit insurance line {$10.0 million) and lines the segment is no
longer marketing ($4.9 million). The 2005 decline in net premiums was primarily related to a decrease of $17.1 million
in the credit insurance line, resulting from the decline in business sold through automobile dealers, combined with a
$9.0 million decline in lines the segment is no longer marketing. The declines in both the credit insurance lines and
lines the segment is no longer marketing are expected to continue as the business-in-force continues to decline.

Net investment income in 2006 remained comparable to prior periods, while other income increased 44.4%
and 16.5% in 2006 and 2005, respectively. The increases in other income are primarily due to increases in
administrative fees on service contracts and GAP products resulting from increased volume of contracts sold in these
product lines. The Western General acquisition contributed to the 2006 increase, adding $5.7 million to other income
during the year,

Benefits and settlement expenses declined in both 2006 and 2005. These decreases are the result of declines in
credit insurance and lines the segment is no longer marketing of $8.1 million and $14.6 million, respectively, reflecting
the decrease in net premiums in these lines discussed above. The decreases in these two lines were partially offset in
2006 by higher expenses in the service contract line primarily due to the Western General acquisition. Benefits and
settlement expenses have also been favorably impacted by the continuing improvement in loss ratios, most notably in
the service contract and other product lines. Loss ratios in the service contract lines continue to benefit from the
segment’s initiatives to increase pricing and tighten the underwriting and claims processes. The decrease in the loss
ratio for other products is the result of favorable claims experience, primarily refated to the IPP and GAP product lines.

Amortization of DAC is 2.3% higher for 2006 and 3.9% lower for 2005 compared to prior years, reflecting
corresponding changes in earned premiums. The 88.0% increase in other operating expenses in 2006 is partially due to
the bad debt charges related to the Lender’s Indemnity product line discussed above. Excluding the bad debt charges,
operating expenses for 2006 are 44.5% higher than 2005. This increase is due to higher commissions on service
contracts and GAP due to increased volume and higher retrospective commissions resulting from improvements in loss
ratios, and the Western General acquisition, which contributed $5.1 million of operating expense to 2006. The slight
decline in operating expenses in 2005 resulted from lower commissions caused by the drop in net premiums.
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Total segment sales increased 9.6% and 6.2% during 2006 and 2005, respectively, compared to prior years.
Service contract sales continued to improve throughout 2006, exceeding the prior year by 22.4%. The 2006
improvement in service contract sales is comprised of increases of $49.6 mitlion and $1.5 million, respectively, in the
vehicle and marine lines. The declines in credit insurance sales are due to decreases in sales through financial
institutions. The bulk of these sales are derived from a third party administrator relationship which is in runoff.
Therefore, these sales are expected to continue to decline in 2007. Other product sales are up in both the IPP and GAP
lines, with the GAP product accounting for the majority (approximately 95%) of the increase in 2006.

Corporate and Other

The Company has an additional segment referred to as Corporate and Other. The Corporate and Qther
segment primarily consists of net investment income and expenses not attributable to the segments above (including net
investment income on unallocated capital and interest on debt). This segment also includes earnings from several non-
strategic lines of business (primarily cancer insurance, residual value insurance, surety insurance, and group annuities),
various investment-related transactions, and the operations of several small subsidiaries.

The following table summarizes results for this segment:

CHANGE
2006 2005 2004 2006 2005
(Dollars in thousands)
REVENUES
Cross premiums and policy fees $ 38,303 § 42,441 S 48,376 (9.8)% (12.3)%
Reinsurance ceded (23) (173) (1,017) (86.7) (83.0)
Net premiums and policy fees 38,280 42,268 47,359 (9.4) {(10.7)
Net investment income 113.487 133,638 103,514 (15.1) 29.1
Realized gains (losses) - investments 13,494 8,684 0
Realized gains (losses) - derivatives 2,737 11,393 19,222
Other income 9,551 14,452 17,363 (33.9) (16.8}
Total operating revenues 177,549 210,435 187,458 (15.6) 123
Realized gains (losses) - investments 11,458 26,045 6,366
Realized gains (losses) - derivatives 23,052 {42,174) (790)
Total revenues 212,059 194,306 193,034 a1 0.7
BENEFITS AND EXPENSES
Benefits and settlement expenses 47,235 51,891 59,051 (9.0) (12.1
Amortization of deferred policy acquisition costs 3,388 4,063 4,484 (16.6) 9.4)
Other operating expenscs 115,156 107,252 102,363 7.4 4.8
Total benefits and expenses 165,773 163,206 165,898 1.6 (1.6)
INCOME (LOSS) BEFORE INCOME TAX 46,286 31,100 27,136 48.8 14.6
Less realized gains (losses) - investments 11,458 26,045 6,306
Less realized gains (losses) - derivatives 23,052 (42,174) {790}
OPERATING INCOME (LOSS) $ 11,776 $ 47229 $ 21,560 (75.1) 119.1

Operating income decreased $35.5 million in 2006 from 2005, primarily due to lower net investment income
and higher interest expense. Operating income increased $25.7 million in 2005 compared to the prior year, primarily
due to increased investment income and improved results from runoff lines, offset by a $3.8 million write-off of
capitalized costs associated with internally developed sofiware.

Operating revenues for the Corporate and Other segment are primarily comprised of net investment income on
unallocated capital and net premiums and policy fees related to several non-strategic lines of business. Net investment
income for the Corporate and Other segment decreased $20.2 million and increased $30.1 million for 2006 and 2005,
respectively, compared to the prior year, while net premiums and policy fees declined $4.0 million and $5.1 million for
2006 and 2005, respectively, compared to the prior years.

The $20.2 million decrease in net investment income for 2006 compared to 2005 is primarily the result of a
$15.3 million decrease in investment income on unallocated capital, which was the result of allocating capital to the
Life Marketing segment to support reserves in newly written business under the securitization structure and capital used
in the Chase Insurance Group acquisition. Additionally, prepayment fees from mortgages were $5.6 million lower in
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2006 than the prior year. Unallocated capital grew during 2005 as capital was conserved in anticipation of the Chase
Insurance Group acquisition, which closed in 2006. As expected, unallocated capital was reduced following the
acquisition, resulting in lower net investment income in the Corporate & Other segment for 2006. Conversely, the
increased level of unallocated capital in 2005 accounted for approximately $18.4 million of the $30.1 million increase
in net investment income in 2005 as compared to 2004. A $22.5 million increase in participating income and
prepayment fees from mortgages and real estate in 2005 was partially offset by lower income on trading securities of
$10.8 million in 2005 compared to 2004.

The declines in net premiums and policy fees in both 2006 and 2005 compared to the prior year periods are the
expected result of the runoff of business in the non-strategic lines of business which are no longer being marketed by
the Company. Net premiums and policy fees are expected to continue to decline as the business in the non-strategic
lines continues to run off.

Benefits and settlement expenses declined 9.0% and 12.1% in 2006 and 2005, respectively, compared to prior
years. These declines are the expected result of declines in the non-strategic lines of business which are no longer being
marketed by the Company. and correspond to the declines in net premiums and policy fees. The net operating loss from
the non-strategic lines was $16.5 million in 2006 compared to $15.0 million in 20035, an increase of $1.5 million. A
charge of $5.0 million was recorded in 2006 to strengthen reserves related to the Residual Value line. This reserve
strengthening was primarily a result of a further decline in used car prices and an increase in the expected frequency of
claims. A $5.0 million charge was taken in 2003 in the Residual Value line.

Other operating expenses increased 7.4% and 4.8% in 2006 and 2005, respectively, compared to the prior
years. The 2006 increase is primarily due to a $19.9 million increase in interest expense resulting from increased
borrowings, including the $2060.0 million of 7.25% Capital Securities issued during 2006 and $300.0 million of
additionai issuances of non-recourse funding obligations. The increased interest expense was partially oftset by a
reduction in other operating expenses in the non-strategic lines of business of $4.0 million, and a decrease in other
corporate overhead of $8.0 million. Included in the $8.0 million reduction in other corporate overhead was a
$1.6 million reduction in expenses associated with the Company’s annual incentive plan and stock-based compensation
plans, and a $3.8 million expense reduction resulting from the write-ofT of capitalized software costs in the prior year
with no such write-offs in the current year. The 2005 increase in other operating expenses, compared to 2004, was the
result of higher interest expense and a $3.8 million write-off of capitalized costs associated with internally developed
software.

Realized Gains and Losses

The following table presents realized investment gains and losses for the periods shown:

CHANGE
2006 2005 2004 2006 2005
(Dollars in thousands)

Fixed maturity gains — sales § 79.890 883,602 $ 50,916 $ (3.712) $ 32,686
Fixed maturity losses — salcs (35,251} (27.609) (7,234) (7,642) (20,375)
Equity gains - sales 296 1.285 3863 (989 (2.578)
Equity losses — sales 7y (1,028} (214) 1,021 (814)
Impairments on fixed maturity securitics {5,6%9) (11,745) (14,667 6,056 2922
[mpairments on equity securitics 0 (53) (3.591) 53 3.538
Mark 1o market — Modco trading portlolios 44,552 5} i} 44,552 0
Other 20,293 4,941 (768) 15,352 5,709

Total realized gains (losses) — investments $104,084 $49.393 $ 28,305 3 54,691 $ 21,088
Foreign currency swaps $§ 3,765 533,126} S 519 $ 36,891 $(33,045)
Foreign currency adjustments on stable value contracts (3.389) 33,452 (44) (36,841) 33,496
Derivatives related to corporate debt 771 1,669 17,601 (898) (15.932)
Derivatives related 1o mortgage loan commitments 26,712 (10,344) (1,652) 37.056 (8.692)
Embedded derivatives related to reinsurance (44,491} (1,338) {1,160) (43,153) (178)
Other derivatives (4.884) (21,194) 4,327 16,310 (25,521)

Total realized gains (losses) - derivatives S(21,5t0) $(30,881) $19.591 S 9365 £(50.472)
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Realized gains and losses on investments reflect portfolio management activitics designed to maintain proper
matching of assets and liabilities and to enhance long-term investment portfolio performance. The change in net
realized investment gains for 2006 and 2005, excluding impairments, reflects the normal operation of the Company’s
asset/liability program within the context of the changing interest rate environment. Additionally, following the
acquisition of the Chase Insurance Group. the investment portfolio associated with that acquisition was rebalanced to
conform to the Company’s overall investment and asset/liability matching strategies, resulting in an increase in realized
investment gains in 2006. The reduction in impairments from 2004 to 2006 reflects general improvement in the
corporate credit environment. Additional details on the Company’s investment performance and evaluation is provided
tn the section entitled “Consolidated [nvestments™ included herein.

Realized investment gains and losses related to derivatives represent changes in the fair value of derivative
financial instruments and gains (losses) on derivative contracts closed during the period. The Company has entered into
foreign currency swaps to mitigate the risk of changes in the value of principal and interest payments to be made on
certain of its foreign currency denominated stable value contracts. The Company recorded net realized gains of
$0.4 million from these securities during 2006. These changes were the result of differences in the related foreign
currency spot and forward rates used to value the stable value contracts and foreign currency swaps. The Company also
uses interest rate swaps to mitigate interest rate risk related to its Senior Notes, Medium-Term Notes, and subordinated
debt securities.  Higher short-term interest rates during 2006 caused the 2006 results from these swaps to compare
unfavorably with the 2005 results. The Company has taken short positions in U.S. Treasury futures to mitigate interest
rale risk related to the Company’s mortgage loan commitments. The changes in net gains (losses) from these securitics
were the result of {luctuations in interest rates and adjustments to the Company’s short positions during the respective
pertods.

The Company is also involved in various modified coinsurance and funds withheld arrangements that, in
accordance with DIG B36 (“Embedded Derivatives: Modified Coinsurance Arrangements and Debt Instruments That
Incorporate Credit Risk Exposures That Are Unrelated or Only Partially Related to the Creditworthiness of the Obligor
under Those Instruments™), contain embedded derivatives. The losses on these embedded derivatives were due to
decreasing interest rates during the second-half of 2006. The investment portfolios that support the related modified
coinsurance reserves and funds withheld had mark-to-market gains that substantially offset the losses on these embedded
derivatives.

The Company also uses various swaps, options, and swaptions to mitigate risk related to other interest rate
exposures of the Company. For a portion of the change, a $10.2 million increase in realized gains (losses) during 2006,
resulted from higher interest rates, which impacted the fair value of certain inlerest rate swaps and options. Interest rate
swaptions generated a $2.2 million realized gain in 2006 due to higher interest rates along the swap curve.  An
additional decrease of $5.1 million during 2006 was related to embedded derivatives within annuity products. Equity
call options increased by $2.7 million during 2006
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CONSOLIDATED INVESTMENTS
Portfolio Description

The Company’s investment portfolio consists primarily of fixed maturity securities (bonds and redeemable
preferred stocks) and commercial mortgage loans.  Within its fixed maturity securities, the Company maintains
portfolios classified as “available for sale” and “trading”. The Company generally purchases its investments with the.
intent to hold to maturity by purchasing investments that match future cash flow needs. However, the Company may
sell any of its investments to maintain proper matching of assets and liabilities. Accordingly, the Company has
classified 517.4 billion or 81.6% of its fixed maturities and certain other securities as “available for sale.” These
securities are carried at fair value on the Consolidated Balance Sheets. Changes in fair value, net of related DAC and
VOBA, are charged or credited directly to share-owners” equity. Changes in fair value that are other than temporary are
recorded as realized losses in the Consolidated Statements of Income.

The Company’s trading portfolio, which accounts for $3.9 billion or 18.4% of the Company’s fixed maturities,
consists of two major categories. First, the Company consolidates a special-purpose entity, in accordance with FASB
Interpretation No. 46, “Consolidation of Variable Interest Entities,” (“FIN 467}, whose investments are managed by the
Company. At December 31, 2006 and 2003, fixed maturities with a market value of $404.4 million and $408.4 mitlion,
respectively, and short-term investments with a market value of $8.4 million and $3.5 million, respectively, were
classified as “trading” securities related to this special-purpose entity. Additionally, at December 31, 2006. the
Company holds fixed maturities with a market value of $3.5 billion and short-term investments with a market value of
$302.7 million, which were added as part of the Chase Insurance Group acquisition. Investment results for these
portfolios, including gains and losses from sales, are passed 1o the reinsurers through the contractual terms of the
reinsurance arrangements. Trading securities are carried at fair value and changes in fair value are recorded in net
income as they occur. Offsetting these amounts are corresponding changes in the fair value of the embedded derivative
liability associated with the underlying reinsurance arrangement.

The Company’s investments in debt and equity securities are reported at market value, and investments in
mortgage loans are reported at amortized cost. At December 31, 2006, the Company’s fixed maturity investments
(bonds and redeemable preferred stocks) had a market value of $21.4 billion, which is 0.8% above amortized cost of
$21.2 billion. The Company had $3.9 billion in mortgage loans at December 31, 2006. While the Company’s
mortgage loans do not have quoted market values, at December 31, 2006, the Company cstimates the market value of
its mortgage loans to be $4.0 billion (using discounted cash flows from the next call date), which is 2.6% above
amortized cost. Most of the Company’s mortgage loans have significant prepayment fees. These assets are invested for
terms approximately corresponding to anticipated future benefit payments. Thus, market fluctuations are not expected
to adversely affect liquidity.

At December 31, 2005, the Company’s fixed maturity investments had a market value of $15.5 billion, which
was 2.0% above amortized cost of $15.2 billion. The Company estimated the market value of its mortgage loans to be
$3.4 billion at December 31, 2005, which was 4.2% above amortized cost of $3.3 bitlion.

The following table shows the reported values of the Company's invested assets.

December 31

2006 2005
(Dallars in thousands)

Publicly issucd bonds $19,226 461 68.8% $13.665.615 66.8%
Privately issucd bonds 2,140,718 7.7 1,8(14,263 8.8
Redeemable preferred stock 84 0.0 2,508 0.0

Fixed maturitics 21,367,263 76.5 15472386 75.6
Equity securities 128,695 .5 121,012 0.6
Mortgage loans 3,880,028 13.9 3.287.745 16.0
Investment real estate 38,918 1] 72,932 0.4
Policy loans 839,502 3.0 458,825 22
Other long-term investments 31,225 1.1 279.676 1.4
Short-term investments 1,381,073 4.9 776,139 3.8

Total investments $27.945.704 100.0% $20.468,715 100.0%




Included in the preceding table are $3.9 billion and $408.4 million of fixed maturitics and $311.1 million and
$3.5 million of short-term mvestments classified by the Company as trading securities in 2000 and 2005, respectively.

The increase in the Company’'s investment portfolio during 2006 is primarily the result of the Chase
acquisition, which added $7.2 billion of invested assets to the Company’s portfolio,

Market values for private, non-traded securities are determined as follows: 1) the Company obtains estimates
from independent pricing services or 2) the Company estimates market value based upon a comparison to quoted issues
of the same issuer or issues of other issuers with similar terms and risk characteristics. The market value of private,
non-traded securities was $2.1 billion at December 31, 2006, representing 7.7% of the Company’s total invested assets.

The Company participates in securities lending, primarily as an investment yield enhancement, whereby
securities that are held as investments are loaned to third parties for short periods of time. The Company requires
collateral of 102% of the market value of the loaned securitics to be separately maintained. The loaned securities’
market value is monitored, on a daily basis, with additional collateral obtained as necessary. At December 31, 2006,
securitics with a market value of $444.5 million were loaned under these agreements. As collateral for the loaned
securities, the Company receives short-term investments, which are recorded in “short-term investments™ with a
corresponding liability recorded in “other liabilities™ to account for the Company’s obligation to return the collateral.

Risk Management and Impairment Review

The Company monitors the overall credit quality of the Company’s portfolio within general guidelines. The
following tabic shows the Company's available for sale fixed maturities by credit rating at December 31, 2006,

Percent of

S$&P or Equivalent Designation Market Value Market Value
(Bollars in thousands)
AAA 3 7976459 43.7%
AA 1076217 6.2
A 3.097.199 17.8
BBB 4,955,978 28.4
Investment grade 17,105,853 98.1
BB 223,155 1.3
B 85,754 0.5
CCC or lower 10,000 0.1
In or near default u§ 0.4
Below investment grade 319.007 1.9
Redeemable preferred stock 85 ' 0.0
Total $17.424.945 100.0%

Not included in the table above are $3.9 billion of investment grade and $32.3 million of less than investment
grade fixed matunities classified by the Company as trading securities.

Limiting bond exposure to any creditor group is another way the Company manages credit risk. The following
table summarizes the Company's ten largest fixed maturity exposures to an individual creditor group as of
December 31, 2006,

Creditor Market Value

(Dollars i millions)
AT&T £186.6
Conoco Phillips 127.6
General Electric 125.6
Citigroup 1244
Comeast 118.6
Duke Energy 116.6
Goldman Sachs 1823
American International Group 1.8
Dominion Resources 111.2
Tovota Motor 110.3
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The Company’s management considers a number of factors when determining the impairment status of
individual securities. These include the economic condition of various industry segments and geographic locations and
other arcas of identified risks. Although it is possible for the impairment of one investment to affect other investments,
the Company cngages in ongoing risk management to safeguard against and limit any further risk to its investment
portfolio. Special attention is given to correlative risks within specific industries, related parties, and business markets.

The Company gencrally considers a numnber of factors in determining whether the impairment is other than
temporary. These include, but are not limited to: 1) actions taken by rating agencies. 2) default by the issuer, 3) the
significance of the decline, 4} the intent and ability of the Company to hold the investment until recovery. 5) the time
period during which the decline has occurred, 6) an economic analysis of the issuer’s industry, and 7) the financial
strength, liquidity, and recoverability of the issuer. Management performs a security-by-security review cach quarter in
cvaluating the need for any other-than-temporary impairments. Although no set formula is used in this process, the
investment performance, collateral position. and continued viability of the issuer are significant measures considered.

The Company generally considers a number of factors relating to the issuer in determining the financial
strength. liquidity. and recoverability of an issuer. These include but are not limited to: available coliateral, assets that
might be available to repay debt. operating cash flows, financial ratios, access to capital markets, quality of
management, market position, exposure to litigation or product warranties, and the effect of general economic
conditions on the issuer. Once management has determined that a particular investment has suffered an other-than-
temporary impairment, the asset is written down to its estimated fair value.

There are certain risks and uncertaintics associated with determining whether declines in market values are
other than temporary. These include significant changes in general economic conditions and business markets, trends
in certain industry segments, interest rate fluctuations. rating agency actions, changes in significant accounting
estimates and assumptions, commission of fraud, and legislative actions. The Company continuously monitors these
factors as they relate to the investment portfolio in determining the status of each investment. Provided below are
additional facts concerning the potential effect upon the Company’s earnings should circumstances lead management to
conclude that some of the current declines in market value are other than temporary.

Unrealized Gains and Losses — Available for Sale Securities

The intormation presented below rclates lo investments at a certain point in time and is not necessarily
indicative of the status of the portfolio at any time after December 31, 2006, the balance sheet date. Information about
unrealized gains and losses is subject to rapidly changing conditions, including volatility of financial markets and
changes in interest rates. As indicated above, the Company’s management considers a number of factors in
determining if an unrealized loss is other-than-temporary, including its ability and intent to hold the sccurity until
recovery. Funthermare, since the timing of recognizing realized gains and losses is largely based on management’s
decisions as to the timing and selection of investments to be sold, the tables and information provided below should be
considered within the context of the overall unrcalized gain (loss) position of the portfolio. At December 31, 2006, the
Company had an overall pre-tax net unrealized gain of $134.9 million,

For traded and private fixed maturity and equity securities held by the Company that arc in an unrealized loss
position at December 31, 2006, the estimated market value, amortized cost, unrcalized loss, and total time period that
the security has been in an unrealized loss position are presented in the table below.

Estimated % Market Amortized % Amortized Unrealized % Unrealized
Market Value Value Cost Cost Loss Loss

(Doltars in thousands)

<= 90 days S2.881,720 333% $2,905 087 32.9% S (23.367) 11.9%
>00 days but <= |80 days 128,704 1.5 133,828 1.5 (5.124) 2.6
>80 days but <= 270 days 43,041 0.5 44,159 0.5 (1,118) 0.6
>270 days but <= | year 813450 9.4 835.950 9.5 (22,500) 11.5
> year but <= 2 years 4.310,121 49.9 4,422,029 50.0 (111.908) 537.1
>2 years but <=3 years 327996 3% 347,50 3.9 (19.565) 10.0
>3 years but <=4 years 116.045 14 123,980 1.4 (7.935) 4.1
>4 years but <=5 years 272 0.0 294 0.0 {22) 0.0
>5 vears 20,426 0.2 24,726 .3 (4.300) 2.2

Total 58,641,775 1(4).0 % $8.837.614 100.0% $(195.839) 100.0%




The unrealized losses as of December 31, 2006, primarily relate to the rising interest rate environment
experienced over the past several quarters. At December 31, 2006, securities with a market value of $20.7 million and
$3.8 million of unrealized losses were issued in Company-sponsored commercial mortgage loan securitizations,
including $3.7 million of unrealized losses greater than five years. The Company does not consider these unrealized
positions to be other than temporary because the underlying mortgage loans continue to perform consistently with the
Company’s original expectations.

The Company has no material concentrations of issuers or guarantors of fixed maturity securities. The
industry segment composition of all securities in an unrealized loss position held by the Company at December 31,
2006, is presented in the following table.

Estimated % Market Amortized % Amortized Unrealized % Unrealized
Market Value Value Cost Cost Loss Loss
{Dollars in thousands )

Ageney Mortgages 51,508,936 17.5% $1.541,965 17.4% § (33.029) 16.9%
Banking 499,158 5.8 509,508 58 {10,347) 5.3
Basic Industrial 199,337 23 210.964 2.4 {11,627) 59
Brokerage 122,312 1.4 124,728 1.4 2.410) 1.2
Canadian Govt Agencics 10,880 0.1 11.044 0.1 (164) 0.1
Cupital Goods 81,654 1.0 83162 9 (1,50%) 0.7
Communications 210,484 24 221,888 2.5 (11.404) 5.8
Consumer Cyclical 187.568 22 195,846 22 (8.278) 4.2
Consumer Noneyclical 190,500 2.2 195,869 2.2 (5.369) 2.8
Electric 732,408 8.5 757.376 8.6 (24.968) 12,7
Energy 133,058 1.5 138912 1.6 (5.854) 3.0
Finance Companics 75.768 0.9 76.805 0.9 (L.037) 0.5
Insurance 193,677 22 198,166 22 (4.489) 23
Municipal Agencies 2175 0.0 2,186 0.0 (11} 0.0
Natural Gas 384,893 4.5 403.260 4.5 {18,367} 9.4
Non-Agency Mortgapes 2,592,860 30.0 2,619,476 29.7 {20,610} 13.6
Other Finance 287 465 33 303,083 34 {15,618) 2.0
Other Industrial 46.273 0.5 48,766 0.6 {2,493} 1.3
Other Utility 14,790 0.2 15,044 0.2 (254} 0.1
Technology 78.521 (1.9 80,808 0.9 (2,287) 1.2
Transportation 174,291 2.0 179,044 2.0 (4,753) 24
U.S. Government v07.825 10.5 912,680 10.3 (4.855) 2.5
U.S. Govt Agencies 6,936 0.1 7.037 0.1 (101) 0.1
Total $8,641,775 100.0% $8.837.6014 100.0% ${195.839) 100.0%

The range of maturity dates for securities in an unrealized loss position at December 31, 2006 varies, with
15.3% maturing in less than 5 vears, 23.1% maturing between 5 and 10 years, and 61.6% maturing after 10 years. The
following table shows the credit rating of securities in an unrealized loss position at December 31, 2006.

S&P or Equivalent Estimated Y% Market Amortized Y% Amortized Unrealized % Unrealized
Designation Market Value Value Cost Cost Loss Loss
(Dollars in thousands)

AAAIAAIA $6,352,001 73.5% $6.452.705 73.0% $(100,704) 51.4%
BBB 2,108,727 24.4 2,187,952 24.8 (79,223) 40.5
Investment grade 8.460,728 97.9 8,640,657 978 {179.929) 9L.%
BB 96,884 1.1 101,508 t.2 (4,624) 24
B 74,194 0.9 82,948 0.9 (8,754) 44
CCC or lower 9964 0.1 12,501 0.1 (2.532) 1.3
Below investment prade 181,047 2.1 196,957 22 (15910 8.1
Total 58,041,775 100.0% 58,837,614 100.0% S(195,839) 100.0%

At December 31, 2006, securities in an unrealized loss position that were rated as below investment grade
represented 2.1% of the total market value and 8.1% of the total unrealized loss. Unrealized losses related to below
investment grade securities that had been in an unrealized loss position for more than twelve months were
$14.5 million. Securities in an unrealized loss position rated less than investment grade were 0.6% of invested assets.
The Company generally purchases its investments with the intent to hold to maturity. The Company does not expect
these investments to adversely affect its liquidity or ability to maintain proper matching of assets and liabilities.
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The following table shows the estimated market value, amortized cost, unrealized loss, and total time period
that the security has been in an unrealized loss position for all below investment grade securities.

Estimated % Market Amortized % Amortized Unrealized % Unrealized
Market Value Value Cost Cost Loss Loss
(Dellars in thousands)
<=90 days $ 9736 54 % S10.164 52% $  (428) 2.7 %
>90 days bul <= 180 days 973 .5 1,031 0.5 (38) 0.4
> 180 days but <= 270 days 6.001 33 6,605 33 (604) 3.8
>270 days but <= | year 17,058 9.4 17,391 8.8 (333) 2.1
>1 year but <= 2 years 90,038 49.7 94,231 47.8 {4,193) 26.4
>2 years but <=3 years 38,690 21.4 45222 23.0 (6,532) 41.1
>3 years but <=4 years 115 0.1 146 0.1 (31) 0.1
>4 years but <= 5 years 175 0.1 184 0.1 (9) 0.1
>5 years 18,261 10.1 21,983 11.2 {3.722) 234
Total 181,047 100.0 % $196,957 100.0 % $(15.910) 100.0 %

At December 31, 2006, below investment grade securities with a market value of $18.7 million and
$3.3 million of unrealized losses were issued in Company-sponsored commercial mortgage loan securitizations,
including securities in an unrealized loss position greater than five years with a market value of $16.4 million and
$3.2 mitlion ot unrealized losses. The Company does not consider these unrealized positions to be other than
temporary, because the underlying mortgage loans continue to perform consistently with the Company’s original
expectations,

Realized Losses

Realized losses are comprised of both write-downs on other-than-temporary impairments and actual sales of
investments.  During the year ended December 31, 2006, the Company recorded pre-tax other-than-temporary
impairments in its investments of $5.7 million as compared to $11.8 million in the year ended December 31, 2005.

As previously discussed, the Company’s management considers several factors when determining other than
temporary impairments. Although the Company generally intends to hold securities until maturity, the Company may
change its position as a result of a change in circumstances. Any such decision is consistent with the Company’s
classification of all but a specific portion of its investment portfolio as available for sale. During the year ended
December 31, 2006, the Company sold securities in an unrealized loss position with a market value of $5.1 billion
resulting in a realized loss of $35.3 million. The securities were sold as a result of normal portfolio rebalancing activity
and tax planning. For such securities, the proceeds, realized loss and total time period that the security had been in an
unrealized loss position are presented in the table below.

Proceeds % Proceeds Realized Loss % Realized Loss
(Dollars in thousands)
<= 90 days $3.72R335 733 % $ (5.121) 14.5 %
=90 days but <= 180 days 323.803 6.4 (7.045) 20.0
>180 days but <= 270 days 439,533 8.6 (11.134) 3jle
>270 days but <= | year 15,587 0.3 (1,455 4.1
> 1 year 578,649 14 {10,503) 29.8
Total 55,085,907 100.0 %% 5(35,258) 100.0 %

See Note 4 to Consolidated Financial Statements for additional details on the Company’s analysis of its
investments.
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Mortgage Loans

The Company records mortgage loans net of an allowance for credit losses. This allowance is calculated
through analysis of specific loans that are believed to be at a higher risk of becoming impaired in the near future. At
Dccember 31, 2006 and 2005, the Company’s allowance for mortgage loan credit losses was $0.5 million and
$6.8 million, respectively,

For several years the Company has offered a type of commercial mortgage loan under which the Company
will permit a slightly higher loan-to-value ratio in exchange for a participating interest in the cash flows from the
underlying real estate. As of Decernber 31, 2006, approximately $493.0 million of the Company’s mortgage loans have
this participation feature.

At December 31, 2006. delinquent mortgage loans and foreclosed properties were 0.1% of invested assets.
The Company does not expect these investments to adversely affect its liquidity or ability to maintain proper matching
of assets and habilities.

LIQUIDITY AND CAPITAL RESOURCES
Liquidity

The Company meets its liquidity requirements primarily through positive cash flows from its operating
subsidiaries. Primary sources of cash from the operating subsidiaries are premiums, deposits for policyholder accounts,
investment sales and maturitics, and investment income. Primary uses of cash for the operating subsidiaries include
benefit payments, withdrawals from poficyholder accounts, investment purchases, policy acquisition costs, and other
operating expenses.

While the Company generally anticipates that the cash flow of its operating subsidiaries will be sufficient to
meet their investment commitments and operating cash needs, the Company recognizes that investment commitments
scheduled to be funded may, from time to time, exceed the funds then available. Thercfore, the Company has
established repurchase agreement programs for certain of its insurance subsidiaries to provide liquidity when needed.
The Company expects that the rate received on its investments will equal or exceed its borrowing rate. Additionally,
the Company may, from time to time. sell short-duration stable value products to complement its cash management
practices. The Company has also used securitization transactions involving its conimercial mortgage loans to increase
liquidity for the operating subsidiaries.

The Company’s positive cash flows from operations are used to fund an investment portfolio that provides for
future benefit payments, The Company cmploys a formal asset/liability program to manage the cash flows of its
investment portfolio relative to its long-term benefit obligations.

The lite insurance subsidiaries were committed at December 31, 2006, 1o fund mortgage loans in the amount
of $995.6 million. The Company’s subsidiaries held $1,448.8 million in cash and short-term investments at
December 31, 2006. Protective Life Corporation had an additional $1.8 million in cash and shori-term investments
available for general corporate purposes.

Protective Life Corporation’s primary sources of cash are dividends from its operating subsidiaries; revenues
from investiment, data processing, legal. and management services rendered 1o subsidiaries; investment income; and
external tinancing. These sources of cash support the general corporate needs of the holding company including its
common stock dividends and debt service. The states in which the Company’s insurance subsidiaries are domiciled
impose certain restrictions on the insurance subsidiaries’ ability to pay dividends to Protective Life Corporation. These
restrictions are generally based in part on the prior year’s statutory income and surplus. Generally, these restrictions
pose no short-term liquidity concerns for Protective Life Corporation. The Company plans to retain substantial portions
of the earnings of its insurance subsidiaries in those companies primarily to support their future growth.




Capital Resources

To give the Company flexibility in connection with future acquisitions and other funding needs, the Company
has registered debt securities, preferred and common stock, and stock purchase contracts of Protective Life Corporation,
and additional preferred securities of special purpose finance subsidiaries under the Securities Act of 1933 on a delayed
{or shelf) basis. In October 2004, the Company issued the remaining securities available under the existing shelf
registration. [n December 2004, the Company filed a new shelf registration for a total of $750 million in securities,
which became effective in January 2005.

At December 31, 2006, the Company’s capital structure consisted of Medium-Term Notes, Senior Notes,
Suberdinated Debentures, and share-owners’ equity. The Company also has a $200 million revolving line of credit,
under which it may borrow funds at an interest rate of LIBOR plus 0.30%, with balances due July 30, 200%. At
December 31, 2006, $64.6 million was outstanding under this line of credit. No compensating balances are required to
maintain the line of credit. The line of credit arrangement contains, among other provisions, requirements for
maintaining certain financial ratios and restrictions on indebtedness incurred by the Company and its subsidiaries.
Additionally, the line of credit arrangement precludes the Company, on a consolidated basis, from incurring debt in
excess of 40% of its total capital. The Company was in compliance with all debt covenants as of December 31, 2006.

On July 3, 2006, in connection with the Chase Insurance Group acquisition, the Company issued $200 million
of 7.25% Capital Securities in the form of junior subordinated debentures due 2066 (the “Capital Securities™), from
which net proceeds of approximately $193.8 million were received. These Capital Securities are reported in the
financial statements as “subordinated debt securities.”

The Company’s Subordinated Debentures are held by wholly-owned subsidiary trusts that have issued Trust
Originated Preferred Securities (“TOPrS™} to finance the purchase of such debentures, The principal obligations of the
trusts are irrevocably guaranteed by the Company. The subsidiary trusts are not consolidated and. therefore, the
Company’s obligations with respect to the TOPrS are reported in the financial statements as “‘subordinated debt
securities™.

Golden Gate Captive Insurance Company (“Golden Gate™), a special purpose financial captive insurance
company wholly owned by Protective Life Insurance Company (“Protective Life”), the Company's largest operating
subsidiary, has $425 million of non-recourse funding obligations outstanding at December 31, 2006, which bear a
floating rate of interest and mature in 2037. These non-recourse funding obligations were issued under a surplus notes
facility established with certain purchasers through which Golden Gate may issue up to an aggregate of $600 million of
non-recourse funding obligations through June 2007. The non-recourse funding obligations are direct financial
obligations of Golden Gate and are not guaranteed by Protective Life or the Company. The non-recourse obligations
are represented by surplus notes that were issued to fund statutory reserves required by the Valuation of Life Insurance
Policies Regulation (“Regulation XXX”). Under the terms of the notes, the holders of the notes cannot require
repayment from the Company or any of the Company's subsidiaries, other than Golden Gate, the direct issuer of the
notes, although the Company has agreed to indemnify Golden Gate for certain costs and obligations (which obligations
do not include payment of principle and interest on the notes). In addition, the Company has entered into certain
support agreements with Golden Gate obligating the Company to make capital contributions to Golden Gate or provide
support related to certain of Golden Gate's expenses and in certain circumstances, to collateralize certain of the
Company's obligations to Golden Gate.

The Company’s total debt (consisting of long-term debt and subordinated debt securities) increased
$196.6 million in 2006, compared to an increase of $31.1 million in 2005. Debt issuances of $200 million and
$68.0 million in 2006 and 2005, respectively, are detailed below.,

Description (scheduled original maturity) Amouni Interest Rate
{Doltars in thousands})
2006
Subordinated Debt Securities {60-year) $£200,000 7.25%
2005
Revolving line of credit $ 68,000 LIBOR +.30%

56




Debt reductions, including the net decrease in the revolving line of credit, totaled $3.4 million and
$36.9 million, respectively, during 2006 and 20035, as shown helow.

Description (scheduled original maturity) Amount Enterest Rate
{DoNars in thousands)
2006
Revolving line of credit $ 3400 LIBOR + .30%
2005
Senior Notes (30-year) $34.699 8.25%
Other, net 2,202 Various

In May 2004, the Company’s Board of Directors authorized a $100 million share repurchase program,
available through May 2, 2007. There has been no activity under this program, and future activity will be dependent
upon many factors, including capital levels, rating agency expectations, and the relative attractiveness of alternative
uses for capital,

A life insurance company’s statutory capital is computed according to rules prescribed by the National
Association of Insurance Commissioners (“NAIC™}, as modified by state law. Generally speaking, other states in
which a company does business defer to the interpretation of the domiciliary state with respect to NAIC rules, unless
inconsistent with the other state's law. Statutory accounting rules are different from U.S. GAAP and are intended to
reflect a more conservative view by, for example, requiring immediate expensing of policy acquisition costs. The
NAIC’s risk-based capital requirements require insurance companies to calculate and report information under a risk-
based capital formula. The achievement of long-term growth will require growth in the statutory capital of the
Company’s insurance subsidiaries, The subsidiaries may secure additional statutory capital through various sources,
such as retained statutory earnings or equity contributions by the Company.

Currently, the Company’s insurance subsidiaries have statutory surplus and risk-based capital levels well
above regulatory required levels. At December 31, 2006, the primary insurance subsidiaries had the following insurer
financial strength ratings:

Standard

& Poor's A.M. Best Fitch Moody's
Protective Life Insurance Company AA A+ AA- Aa3
West Coast Life Insurance Company AA A+ AA- Aal
Empire General Life Assurance Corporation * AA A+ AA- N/A
Protective Life and Annuity Insurance Company AA A+ AA- N/A
Lyndon Property insurance Company N/A A- N/A N/A

* Empire General Lile Assurance Corporation was merged into Protective Life Insurance Company cffective January 1, 2007,

MARKET RISK EXPOSURES AND OFF-BALANCE SHEET ARRANGEMENTS

The Company’s financial position and earnings are subject to various market risks including changes in
interest rates, changes in the yield curve, changes in spreads between risk-adjusted and risk-free interest rates. changes
in foreign currency rates, changes in used vehicle prices, and equity price risks. The Company analyzes and manages
the risks arising from market exposures of financial instruments. as well as other risks, through an integrated
assct/liability management process. The Company’s asset/liability management programs and procedures invalve the
monitoring of asset and liability durations for various product lines; cash flow testing under various interest rate
scenarios; and the continuous rebalancing of assets and liabilities with respect to yield, risk, and cash flow
characteristics. These programs also incorporate the use of derivative financial instruments primarily to reduce the
Company’s exposure to inferest rate risk, inflation risk, currency exchange risk, and equity market risk.

The primary focus of the Company’s asset/liability program is the management of interest rate risk within the
insurance operations. This includes monitoring the duration of both investments and insurance liabilitics to maintain an




appropriate balance between risk and profitability for cach product category, and for the Company as a whole. It is the
Company's policy to gencrally maintain asset and liability durations within one-half year of one another, although,
from time to thme. a broader interval may be allowed.

Derivative instruments that are currently used as part of the Company’s interest rate risk management strategy
include interest rate swaps, interest rate futures, interest rate options and interest rate swaptions. The Company’s
inflation risk management strategy involves the usc of swaps that require the Company to pay a fixed rate and receive a
lfoating rate that is based on changes in the Consumer Price Index (“CPI”). The Company uscs foreign currency swaps
to manage its exposure to changes in the value of foreign currency denominated stable value contracts. The Company
also uses S&P 500™ options to mitigate its exposure to the value of equity indexed annuity contracts.

The Company believes its asset/liability management programs and procedures and certain product features
provide protection for the Company against the effects of changes in interest rates under various scenarios.
Additionally. the Company believes its assev/liability management programs and procedures provide sufficient liquidity
to enable it to fulfill its obligation to pay benefits under its various insurance and deposit contracts, However, the
Company’s asscVliability management programs and procedures incorporate assumptions about the relationship
between short-term and long-term interest rates (i.e., the slope of the yield curve), refationships between risk-adjusted
and risk-free interest rates, market liquidity and other factors. and the effectiveness of the Company’s asset/liability
management programs and procedures may be negatively affected whenever actual results differ from those
assumptions.

The following table sets forth the estimated market values of the Company’s fixed maturity investments and
mortgage loans resulting from a hypothetical immediate | percentage point increase in interest rates from levels
prevailing at December 31, and the percent change in market value the following estimated market values would
represent.

Percent
At December 31 Amount Change
{Dollars in millions)
2000
Fixed maturities $20,309.6 (5.00%
Mortgage loans 3.771.3 {5.3)
2005
Fixed maturities $14.599.8 (5.6)%
Mortgage loans 3.246.5 (5.2)

Estimated market values were derived from the durations of the Company’s fixed maturities and mortgage
loans. Duration measures the retationship between changes in market value to changes in interest rates. While these
estimated market values generally provide an indication of how sensitive the market values of the Company’s fixed
maturities and mortgage loans are to changes in interest rates, they do not represent management’s view of future
market changes. and actual market results may differ from these estimates.

In the ordinary course of its commercial mortgage lending operations, the Company will commit to providc a
mortgage loan before the property to be mortgaged has been built or acquired. The mortgage loan commitment is a
contractual obligation to fund a mortgage loan when called upon by the borrower. The commitment is not recognized
in the Company’s financial statements until the commitment is actually funded. The mortgage loan commitment
contains terms, including the rate of interest, which may be different than prevailing interest rates,




At December 31, 2006 and 2005, the Company had outstanding mortgage loan commitments of
$995.6 miltion and $979.8 million. respectively, with estimated fair values of $1.021.8 million and $1,020.0 million.
respectively (using discounted cash flows from the first cali date). The following table sets forth the estimated fair
value of the Company's mortgage loan commitments resulting from a hypothetical immediate | percentage point
increase in interest rate levels prevaiting at December 31, and the percent change in fair value the following estimated
fair values would represent.

At December 31 Amount Percent Change
(Dollars in millions)
2006 $969.9 (5.1)%
2005 962.7 (5.0}

The estimated fair values were derived from the durations of the Company’s outstanding mortgage loan
commitments. While these estimated fair values generally provide an indication of how sensitive the fair value of the
Company's outstanding commitments are to changes in interest rates, they do not represent management’s view of
future market changes, and actual market results may differ from these estimales.

As previously discussed, the Company utilizes a risk management strategy that involves the use of derivative
financial instruments. Derivative instruments expose the Company to credit and market risk and could result in
material changes from period to period. The Company minimizes its credit risk by entering into transactions with
highty rated counterparties. The Company manages the market risk associated with interest rate and foreign exchange
contracts by establishing and monitoring limits as to the types and degrees of risk that may be undertaken. The
Company monitors its use of derivatives in connection with its overall asset/liability management programs and
procedures.

At December 31. 2006, derivative contracts with a notional amount of $4.4 billion were in a $126.2 million
net gain position. At December 31, 2005, derivative contracts with a notional amount of $4.4 biilion werc in a
$72.6 million net gain position. The Company recognized $(21.5) million, $(30.9) mitlion. and $19.6 million of
realized investment gains (losses) related to derivative financial instruments in 2006, 2003, and 2004, respectively.
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The following table sets forth the December 31 notional amount and fair value of the Company’s interest rate
risk related derivative financial instruments, and the estimated fair value resulting from a hypothetical immediate plus
and minus one percentage point change in interest rates from levels prevailting at December 31.

Fair Value Resulting From
an Immediate +/-1% Change

Notional Fair Value at in [nterest Rates
Amount December 31 +1% -1%
(Dollars in miltions)
2006
Fixed to floating
Swaps $ 3995 S(10.4) $(31.7) $ (2.5)
Floating to fixed
Swaps 6535 (12.5) 21.9 (48.5)
Swaptions 2.150.0 10.4 107.9 0.0
Floating to tloating
Swaps 800.0 0.0 - 0.0 0.0
$4.003.0 $(12.5) S$98.1 S (51.0
2005
Options
Puts 51.575.0 $ 02 $34.2 § 00
Futures 545.0 (12.0) 501 (83.4)
Fixed 10 floating
Swaps 468.7 (6.0} (28.1) 4.5
Floating 1o fixed
Swaps 678.5 (10.2) 18.5 409
Floating to floating
Swaps 800.0 0.0 0.0 0.0
$4,067.2 $(28.0) $74.7 $(119.8)

The Company is also subject to foreign exchange risk arising from stable value contracts denominated in
foreign currencies and related foreign currency swaps. At December 31, 2006, stable value contracts of $288.9 million
had a foreign exchange loss of approximately $140.0 million and the related foreign currency swaps had a net
unrealized gain of approximately $145.1 million. At December 31, 2005, stable value contracts of $288.9 million had a
foreign exchange loss of approximately $95.9 million and the related foreign currency swaps had a net unrcalized gain
of approximately $105.4 million.

The following table sets forth the notional amount and fair value of the funding agreements and related foreign
currency swaps at December 31. and the estimated fair value resulting from a hypothetical 10% change in quoted
foreign currency exchange rates from levels prevailing at December 31.

Fair Value Resulting From
an Immediate +/-10%
Change in Foreign Currency

National Fair Value at Exchange Rates
Amount December 31 +10% -10%
(Dollars in millions)
2006
Stable Valuc Contracts $2R88.9 $(140.0) 3$(182.9) $(97.1)
Foreign Currency Swap 2889 145.1 159.5 130.8
$§577.8 $ 5.1 $ (23.4) $ 33.7
2005
Stable Value Contracts $288.9 $ (95N $(134.4) $(57.5)
Foreign Currency Swap 288.9 105.4 123.8 87.0

$577.8 5 95 S (10.6) $ 295




Estimated gains and losses were derived using pricing models specific to derivative financial instruments. While these
estimated gains and losses generally provide an indication of how sensitive the Company’s derivative financial
instruments are to changes in interest rates and foreign currency exchange rates, they do not represent management’s
view of future market changes, and actual market results may differ from these estimates.

The Company’s stable value contract and annuity products tend to be more sensitive to market risks than the
Company’s other products. As such, many of these products contain surrender charges and other features that reward
persistency and penalize the early withdrawal of funds. Certain stable value and annuity contracts have market-value
adjustments that protect the Company against investment losses if interest rates are higher at the time of surrender than
at the time of issue.

At December 31, 2006, the Company had $5.5 billion of stable value product account balances with an
estimated fair value of $5.5 billion {using discounted cash flows), and $9.0 billion of annuity account balances with an
estimated fair value of $8.7 billion (using surrender values). At December 31, 2005, the Company had $6.1 billion of
stable value product account balances with an estimated fair value of $6.0 billion {using discounted cash flows). and
$3.4 billion of annuity account balances with an estimated fair value of $3.3 billion (using surrender values).

The following table sets forth the estimated fair values of the Company’s stable value and annuity account
balances resulting from a hypothetical immediate | percentage point decrease in interest rates from levels prevailing at
December 31 and the percent change in fair vatue the following estimated fair values would represent.

Percent
At December 31 Amount Change
{Dollars in millions)
2006
Stable value product account balances $5.638.5 2.3%
Annuity account balances G117.0 4.6
2005
Stable value product account balances 56.130.4 2.1%
Annuity account balances 3.480.5 4.6

Estimated fair values were derived from the durations of the Company’s stable value and annuity account
balances. While these estimated fair values gencrally provide an indication of how sensitive the fair values of the
Company’s stable value and annuity account balances arc to changes in interest rates, they do not represent
management’s view of future market changes, and actual market results may ditfer from these estimates.

A relatively immaterial amount of the Company’s liabilities relate to products (primarily whole life and term
insurance), the profitability of which could be affected by changes in interest rates. The effect of such changes in any
one year is not expected to be material.

The Company’s runoff residual value line of business exposes the Company to the risk of changes in used
vehicle prices. Reserves for this business are established based upon assumptions regarding the level of used vehicle
prices. The following table sets forth the estimated changes in the Company’s reserves resulting from hypothetical
immediate decreases in the assumed levels of used vehicle prices from those used to value the reserves established at
December 31. 2006:

Change in Used Vehicle Prices

5.0% 2.5% -2.5% -5.0%
{Dollars in millions)
Reserve Change $(2.7) $(1.5) $1.9 $4.3
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Contractual Obligations

The table below sets forth future maturities of debt, non-recourse funding obligations, subordinated debt
securities. stable value products. notes payable, operating lease obligations. other property Iease obligations, mortgage
loan commitments, and liabilities related to variable interest entities.

Payments due by period
Less than More than
Total 1 vear 1-3 vears 3-5 vears 5 years

{Dallars in thousands)

Long-term deb'™ S 634,683 S 100,907 S 38056 § 52,282 $ 443438
Non-recourse funding obligations'™ 1,294,550 28,050 56,100 56,100 1,154,300
Subordinated debt securities™ 1,988,471 37.147 74,294 74.204 1,802,736
Stable value products™ 6.370.215 1,510,956 2.410,786 i.179,550 1,268,923
Operating leases™” 41,761 7.743 13,694 10,292 10,032
Home office leaset” 106,675 4.401 9.050 9,050 84,174
Mortgage loan commilments 095,622 995,622

Liabilitics related 1o variable interest entitics™ 514,375 22,965 46,273 419,383 25,754
Policyhalder nhligntiuns“" 18,718,605 1.264,127 2.259.012 2,255,399 12,940,067
Defined henefit pension obligations'” 1,232 1,232

(8} Long-term debt includes all principal amounts owed on note agrecments and expected interest payments due ever the term of the notes.

(b) Non-recourse funding obligations include all principal amounts owed on note agreements and expected interest payments duc over the term of

the notes.

Subordinated debt seeuritics includes all principal amounts owed to non-consolidated special purposc finance subsidiaries of the Company and

interest payments due over the lerm of the obligations.

(d) Anticipated stable value products cash flows including interest.

(¢) Includes all lease payments required under operating lease agreements.

(fy The lease payments shown assume the Company exercises its option to purchase the bwiding at the end of the lease term.  Additionally. the
payments due by period above were computed based on the terms of the rencgotiated lease agreement, which was entered into by the Company
in January 2007.

(g) Liabilities rekaed 1o variable interest entitics are not the legal obligations of the Company, but will be repaid with cash flows generated by the
variable interest entities. The amounts represent scheduled principal and expected interest payments.

(h) Estimaied contracwual policyholder obligations are based on martality, morbidity, and lapse assumptions comparable to the Company’s historical
experience, medilied for recent observed wrends.  These obligations are hased on curremt balance sheet values and include expected interest
crediting. but do not incorporate an expectation of future market growth, or luture deposits, Due to the significance of the assumptions used, the
amounts presented could materially differ from actual results.  As separate account obligations are lepally insulated from general account
obligations, the separate account obligations will be fully funded by cash flows from separate account assets, The Company expeets to fully fund
the general account obligations from cash flows from general account investments.

(i) Estimated 2007 contributions to the Company’s defined beneiit pension plan and unfunded excess benefit plan approximate the projected
expense 1o be reeognized in 2007, Due 1o the signiticance of the assumptions used. this amount could differ from actual results. No estimate has
been made ol amounts 1o be contributed to these plans in years subsequent to 2007.

{c

—

RECENTLY ISSUED ACCOUNTING STANDARDS

See Note 2 to Consolidated Financial Statements for information regarding recently issued accounting
standards.

RECENT DEVELOPMENTS

A proposal to amend Actuarial Guideline 38 (promulgated by the NAIC and part of the codification of
statutory accounting principles) was approved by the NAIC, with an effective date of July 1, 2005. Actuarial
Guideline 38, also known as AXXX, sets forth the reserve requirements for universal life insurance with secondary
guarantees ("ULSG™). The changes to Actuarial Guideline 38 increase the reserve levels required for many ULSG
products, and potentially make those products more expensive and less competitive as compared to other products
inciuding term and whole life products. The changes to Actuarial Guideline 38 affect only policies with an issue date
of July I. 2005 and later, and reduce the competitiveness and/or profitability of newly written ULSG products
compared to traditional whole life or other high cash value insurance products or other products supported by relatively
inexpensive capital (such as reinsurance of redundant reserves). To the extent that the additional reserves are generally
considered to be economically redundant, capital market or other solutions may emerge 1o reduce the impact of the
amendment. The ability of the Company to implement such solutions is at least partially dependent on factors such as
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the ratings of the Company. the size of the blocks of business affected, the mortality experience of the Company and
other factors. The Company cannot predict the continued availability of such solutions to the Company or the form that
the market may dictate. The NAIC is continuing to study this issue and has issued addiuonal changes to AG38 and
Regulation XXX, which will have the effect of modesily decreasing the reserves required for term and universal life
policies that are issued on January 1, 2007, and later. In addition. accounting and actuarial groups within the NAIC are
studying whether to change the accounting standards that relate to certain reinsurance credits, and whether, if changes
are made, they are to be applied retrospectively, prospectively only. or in a phased-in manner; a requirement to reducc
the reserve credit on ceded business, if applied retroactively, would have a negative impact on the statutory capital of
the Company. The NAIC is also currently working to reform state regulation in various areas, including comprehensive
reforms relating to life insurance reserves.

During 2006, the NAIC made the determination that certain securnities previously classified as “preferred
securities™ had both debt and equity characteristics and because of this, required unique reporting treatment. Under a
short-term solution adopted tor 2006 year-end reporting for these securities. NAIC guidance mandates that centain of
these securitics (meeting established criteria) may have to carry a lower rating for asset valuation reserve and risk based
capital calculations. As a result of this revised reporting treatment, certain securities will receive a lower rating
classification for asset valuation reserve and risk based capital calculations. The Company’s insurance subsidiaries
currently invest in these securitics. As ol December 31, 2006, the Company (including both insurance and non-
insurance subsidiaries) holds between $173 million and $225 million {statutory carrying value) in securities that meet
the aforementioned “notch-down™ criteria, depending on evaluation of the underiying characteristics of the securities.
This reporting change is expected to have an immaterial effect on the insurance subsidiaries’ capital and surplus
position, but will increase the capital required 10 hold these assets. A working group made up of accounting. actuarial
and investment parties continue 10 investigate so as to determine what the appropriate long-term capital treatment
should be for these securitics. The Company cannot predict what impact a change in this guidance may have,

During 2006, the NAIC s Reinsurance Fask Force adopted a proposal suggesting broad changes to the United
States reinsurance market. with the stated intent 1o establish a regulatory system that distinguishes financially strong
reinsurers from weak reinsurcrs, without relying exclusively on their state or country of domicile, with collateral to be
determined as appropriate. The task force recommended that regulation of reinsurance procedures be amended to focus
on broad based risk and credit criteria and not selely on U.S, licensure status. Evaluation of this proposal will be taken
under consideration by the NAIC's Financial Condition (E) Committee, the Reinsurance Task Force’s parent
commitice, as onc of its charges during 2007. The Company cannot provide any assurance as to what impact such
changes to the United States reinsurance industry will have on the availability, cost, or collateral restrictions associated
with ongoeing or future reinsurance transactions.

The financial services industry has become the focus of increased scrutiny by regulatory and law entorcement
authorities relating to allegations of improper special payments, price-fixing, bid-rigging, and other alleged misconduct,
including payments made by insurers and other financial service providers to brokers and the practices surrounding the
placement of insurance business and safes of other financial products, as well as practices related to finite reinsurance.
Some publicly beld companies have been the subject of enforcement or other actions relating to corporate governance
and the integrity of financial statements, most recently relating 1o the issuance of stock options. Such publicity may
generate inquiries to or litigation against publicly held companies and/or financial service providers, even those who do
not engage in the business lines or practices currently at issue. It is impossible to predict the outcome of these
investigations or proceedings. whether they will expand into other areas not yet contemplated, whether they will result
in changes in insurance regulation. whether activities currently thought to be lawful will be characterized as unlawful,
or the impact, if any, of this increased regulatory and law enforcement scrutiny of the financial services industry on the
Company. As some inquirics appear to encompass a large segment of the financial services industry, it would not be
unusual for large numbers of companies in the financial services industry to receive subpoenas, requests for information
from regulatory authorities. or other inquiries relating to these and similar matters, From time to time, the Company
receives subpoenas. requests, or other inquirtes and responds to them in the ordinary course of business.

The California Department of Insurance has promuigated proposed regulations that would characterize some
life insurance agents as brokers and impose certain obligations on those agents that may conflict with the interests of
insurance carriers or require the agent to. among other things, advise the client with respect to the best available insurer.
The Company cannot predict the outcome of this regulatory proposal or whether any other state will propose or adopt
similar actions.
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IMPACT OF INFLATION

Inflation increases the need for life insurance. Many policyholders who once had adequate insurance
programs may increase their life insurance coverage to provide the same relative financial benefit and protection.
Higher intcrest rates may result in higher sales of certain of the Company’s investment products.

The higher interest rates that have traditionally accompanicd inflation could also affect the Company's
operations. Policy loans increase as policy loan interest rates become relatively more attractive.  As interest rates
increase, disintermediation of stable value and annuity account balances and individual life policy cash values may
increase,  The market value of the Company’s fixed-rate, long-term invesuments may decreasc, the Company may be
unable to implement fully the interest rate reset and calt provisions of its mortgage loans. and the Company’s ability to
make attractive morigage loans. including participating mortgage loans, may decrease. In addition. participating
mortgage loan income may decrease. The difference between the interest rate earned on investments and the interest
rate credited to life insurance and investment products may also be adversely affected by rising intercst rates.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk

The information required by this item is included in Item 7. “Management’s Discussion and Analysis of
Financial Condition and Results of Operations™ and ltem 8, “*Financial Statements and Supplementary Data™.
ftems 8. Financial Statements and Supplementary Data

Index to Consolidated Financial Statements

The following financial statements are located in this report on the pages indicated.
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PROTECTIVE LIFE CORPORATION
CONSOLIDATED STATEMENTS OF INCOME

Year Ended December 31
2006 2005 2004

{Deollars in thousands, except per share amounts)

Revenues
Premiums and policy fees $2,317,337 §1955,780 §$1,821,094
Reinsurance ceded (1,371,215)  (1,226,857) (1,125,646)
Net of reinsurance ceded 946,122 728,923 695,448
Net investment income 1,419,778 1,180,502 1,084,217
Realized investment gains (losses):
Derivative financial instruments (21,516) (30,881 19,591
All other investments 104,084 49,393 28,305
Other income 230,665 181,267 161,014
Total revenues 2,679,133 2.109,204 1,988,575

Benefits and expenses
Benefits and settlement expenses, net of reinsurance ceded:

(2006 - $1,196,416; 2005 - $1,052,955; 2004 - $1,134,762) 1,637,215 1,253,367 1,130,437
Amortization of deferred policy acquisition costs and value of businesses
acquired 225,804 198,503 200,130
Other operating expenses, net of reinsurance ceded:
(2006 - 3244 935; 2005 - §193,193; 2004 - $§169,421) 384,206 280,321 272,807
Total benefits and expenses 2,247,225 1,732,191 1,603,374
Income before income tax and cumulative effect of change in
accounting principle 431,908 377,013 383,201
Income tax expense
Current 25,767 22,000 126,163
Deferred 124,580 108,446 8,657
Total income tax expense 150,347 130,446 134,820
Net income before cumulative effect of change in accounting principle 281,561 246,567 250,381
Cumulative effect of change in accounting principle, net of income tax 0 0 {15,801}
Net income § 281,561 $ 246,567 § 234580
Net income before cumulative effect of change in
accounting principle per share — basic $3.98 $3.49 $3.56
Net income per share — basic $3.98 $3.49 $3.34
Net income before cumulative effect of change in
accounting principle per share — diluted $3.94 $3.46 $3.52
Net income per share — diluted $3.94 $3.46 $3.30
Cash dividends paid per share $ .84 $ .76 $ 685

See Notes to Consolidated Financial Statements.




PROTECTIVE LIFE CORPORATION
CONSOLIDATED BALANCE SHEETS

December 31

2006

2005

Assets
Investments:

Fixed maturities, at market {amortized cost: 2006 - $21,194,871;

(Deollars in thousands)

2005 - $15,172,482) $21,367,263  $15,472,386
Equity securities, at market (cost: 2006 - $121,823; 2005 - $114,994) 128,695 121,012
Mortgage loans 3,880,028 3,287,745
Investment real estate, net of accumulated depreciation (2006 - $5,483;

2005 - $14,684) 38,918 72,932
Policy loans 839,502 458,825
Other long-term investments 310,225 279,676
Short-term investments 1,381,073 776,139

Total investments 27,945,704 20,468,715
Cash 69,516 83,670
Accrued investment income 284,529 189,038

Accounts and premiums receivable, net of allowance for uncollectible amounts

(2006 - $4,140; 2005 - $3,296) 194,447 82,080
Reinsurance receivables 4,618,122 3,020,685
Deferred policy acquisition costs and value of businesses acquired 3,198,735 2,171,988
Goodwill 100,479 49423
Property and equipment, net of accumulated depreciation (2006 - $109,718;

2005 -5102,311) 43,796 47,010
Other assets 165,656 140,124
Income tax receivable 116,318 85,807
Assets related to separate accounts

Variable annuity 2,750,129 2,377,124
Variable universal life 307,863 251,329
$39.795.294  $28,966,993

See Notes to Consolidated Financial Statements.




PROTECTIVE LIFE CORPORATION
CONSOLIDATED BALANCE SHEETS

(continued)

December 31

2006

2005

Liabilities
Policy liabilities and accruals

(Dollars in thousands)

Future policy benefits and claims $15,120,996 S11,155,074
Unearned premiums 938,934 740,071
Total policy liabilities and accruals 16,059,930 11,895,145
Stable value product account balances 5.513,404 6,057,721
Annuity account balances 8.958,089 3.388,005
Other policyholders’ funds 328,664 147.92]
Securities sold under repurchase agreements 16,949 0
Other labilitics 1,323,373 968.403
Deferred income taxes 374,486 317317
Non-recourse funding obligations 425,000 125,000
Liabilities related to variable interest entities 420,395 448,093
Long-term debt 479,132 482.532
Subordinated debt securities 524,743 324,743
Liabilities related to separate accounts
Variable annuity 2,750,129 2377124
Variable universal hfe 307.863 251,329
Total liabilites 37482219 26,783.333
Commitments and contingent liabilities — Note 10
Share-owners’ equity
Preferred Stock. $1 par value
Shares authorized: 4,000,000
Issued: none
Common Stock, $.50 par value
Shares authorized: 2006 and 2005 - 160,000,000
Issued: 2006 and 2005 - 73,251,960 36,626 36,626
Additional paid-in capital 438,485 440,475
Treasury stock, at cost (2006 - 3,287,312 shares; 2005 - 3.557.911 shares) (11,796) (12,765)
Unallocated stock in Employee Stock Ownership Plan
(2006 - 366,243 shares; 2005 - 480,356 shares) (1,231} (1.610}
Retained earnings 1,838.560 1.615,714
Accumulated other comprehensive income
Net unrealized gains on investments, net of income tax;
(2006 - $22.109; 2005 - $57,649) 41,405 104,489
Accumulated gain (loss) — hedging, net of income tax:
(2006 - $(3,179); 2005 - $394) (5,954) 731
Minimum pension liability adjusiment, net of income tax:
(2006 - $(12,292); 2005 - $0) (23.020) 0
Total share-owners’ equity 2313075 2,183,660
$39,795,294 $28,966,993

See Notes to Consolidated Financial Statements.
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PROTECTIVE LIFE CORPORATION

CONSOLIDATED STATEMENTS OF SHARE-OWNERS®’ EQUITY

Minimum Total
Additional Stock Unatlocated Net Unrealized Accumulated Pension Share-
Common Paid-In Treasury Held Stock in Retained  Guains (Losses)  Gain/ (Loss) Liability Owners’
Stock Capital Stock In Trust ESOQOP Earnings  on Investments Hedging Adjustment Equity
{Dollars in thousands)

Ratance, December 31, 2003 $36.626 £418.351 $(15275)  S(2.788) 5(2,367)  §1.235012 $ 329907 52,678 ) 0 82,002,144
Net income for 2004 234,580 234,580
Change in net unrealized

gains/losses on invesiments

{net of income tax — ${12.823)) (23.814) (23.814)
Reclassification adjustment

for amounts included in

net income {nct of income

tax — ${9.907)) (18.398) (18,398}
Change in accumulated

gain (loss) hedging (net of

income tax - $(3.197)) 5938 5,938
Comprehensive income for 2004 198,306
Cash dividends {80.685 per sharc}) (47.508) {47,508)
Sale of common stock 2,788 2,788
Stock-based compensation 7774 1,557 9,331
Reissuance of treasury stock to ESOP 802 86 (B8R) [
Allocation of stock 1o

employee agcounis 1,266 1,266

Balance, December 31, 2004 36,626 426,927 {(13.632) 0 (1.969) 1,422,084 287,695 8,616 Q 2,166,327
Net income for 2005 246,567 246,567
Change in net unrealized

gains/losses on investments

{net of income 1ax — $(81,853) {15417 (154,170
Reclassification adjustment

for amounts included in

net income (net of income

tax - S(15411)) (29.036) (29.036)
Change in accumulated

gain (loss) hedging (net of

income tax — $(4,245)) (7.885) {7,883)
Comprehensive income for 2005 55476
Cash dividends ($0.76 per share) (52,937} {32,937
Stock-based compensation 11,433 673 12,100
Reissuance of treasury stock to ESOP 2.115 194 (2,309) V]
Allocation of stock 10

cmployee accounts 2.688 2,688

Balance, December 31, 2005 36.626 40375 {12,765) 0 11,610} 1,615714 104,489 131 0 $2,183.660
Netincome for 2006 281,561 281,561
Change in net unrealized gains

(losses) on investments, net of

income tax ${4,856) (8.620) (8,620)
Reclassification adjustment for

amounts in¢luded in net income, net

of income tax $(30,684) {54,464} (54, 464)
Change in accumulated gain (loss)

hedging, net of income tax $(3,573) (6,685) {6,685)
Change in minimum pensien liability

adjustment, net of income tax

3(1,349) {2471) 2470
Comprchensive incame for 2006 209.321
Cash dividends (80.84 per share) (58.715) (5K.7t5)
Stock-based compensation (3.999) RID (3,189
Reissuance of treasury stock to ESOP 2,009 159 (2,168} 1]
Allocation of stock 10 employee

accounts 2.547 2,547
Adjustment to initialiy apply

SFAS 158, net of income tax

(511.219) (20.549) (20.549)

Balance, December 3t 2006 $36.626 5438485 S5(11.796) S 0 $(1.231)  S1.838.560 5 41405 $(5.954) $(23.020y 82313075

See Notes to Consolidated Financial Statements.
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PROTECTIVE LIFE CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended December 31
2006 2005 2004

{Dollars in theusands)
Cash flows from operating activities
Net income S 281,561 $ 246.567 $ 234580
Adjustments to reconcile net income to net cash provided
by operating activities:

Realized investment (gains) tosses (82,56%) (49,393) (47,896)
Amortization of deferred poltcy acquisition costs and value of businesses acquired 225804 198,503 200,130
Cuapitalization of deferred policy acquisition costs (426,074) (439.469) (362.882)
Depreciation expense 11.960 15.343 17,679
Deterred income 1axes 83.637 106,187 (151)
Accrued income taxes (43,717 (98,617) 5,060
[nterest credited o universal lite and investment products 891,627 726,301 649,216
Policy fces assessed on universal life and investment products (507,391} (428.447) (349057
Change in reinsurance reccivables (503,804) (270.425) (399.654)
Change in accrued investment income and other receivables (88,409) (30,678} 7.376
Change in policy liabilities and other policyholders' funds

of traditional life and health products 615,026 494,030 463,961
Trading securities:

Maturities and principal reductions of investments 229,030 0 0

Sale of investments 2,990,191 0 U]

Cost of investments acquired (2,983.471) 0 1}

Other net change in trading securities (317,004} 5.426 1,231
Change in other fiabilities 108.278 (15.329) (4915
Other, net 4.047 31,909 {16,557)

Net cash provided by operating activities 488,723 498,908 398,121

Cash flows from investing activities
Invesiments available for sale:
Maturities and principal reductions of investments:

Fixed maturities 1,177,443 1.777.366 1.900,432
Equity seeurities 100 377 147
Sale of investments
Fixed maturities 5,031.272 4,352.261 4,261,578
Equity securities 5,007 12.397 1,050
Cost of investments acquired
Fixed maturities (5.800,208) (7.521.876) (7.097,456)
Equity securitics {3.868) (64.228) (11,682)
Mortgage loans:
New borrowings (1.055.998) (745,797) (719.510)
Repayments 452,697 448,514 443,363
Change in investment real estate, net 64,611 50,425 441
Change in policy loans, net (69 23,955 19,968
Change in other long-term investments, net 14,338 (12,729 11.899
Change in short-term investmenis, net 42,324 84,570 (324414
Purchase of property and equipment (4.806) (11,545) (16,788)
Payments for business acquisitions, net of cash acquired of $394.366 (539.218) Q 0
Net cash used in investing activities (616.375) (1.606,310) (1,530.972)
Cash flows from financing activities
Borrewings under line of credit arrangements and long-term debt 166,600 79,100 407,400
Principal payments on line of credit arrangements and long-term debt (170,000) (48.001) (417.296)
Payments on liabilities related 1o vartable interest entities {27.698) (34,341 0
Net proceeds from securities sold under repurchase agreements 16,949 0 0
Issuance of non-receurse funding obligations 300,000 125,000 0
Dividends to share owners (58,715) (52,936) (47,508}
Issuance of subordinated debt sceurities 200,000 0 103,093
[nvestment produet and universal life deposits 2,419,734 2,943,455 3,042,453
[nvestment product and universal life withdrawals (2,640,427) (2.025.876) (1.969.617)
Excess tax benefits on stock based compensation 3,382 0 0
Other financing activitics, net (96.327) 74.075 8,224
Net cash provided by financing activities 113,498 1,060,476 1,126,749
Change in cash (14,154) (46,926) (6.102)
Cash at beginning of year 83,670 130,596 136.698
Cash at end of vear S 69,516 $ 83,670 S 130,596

See Notes to Consolidated Financial Statements.




PROTECTIVE LIFE CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(All dollar amounts in tables are in thousands except per share amounts)

1. BUSINESS
Nature of Operations

Protective Life Corporation is a holding company whose subsidiaries provide financial services through the
production, distribution, and administration of insurance and investment products. The Company markets individual
life insurance, credit life and disability insurance, guaranteed investment contracts, guaranteed funding agreements,
fixed and variable annuities, and extended service contracts throughout the United States. The Company also maintains
a separate division devoted to the acquisition of insurance policies from other companics. Founded in 1907, Protective
Life Insurance Company (“Protective Life”) is the Company’s largest operating subsidiary.

The operating results of companies in the insurance industry have historically been subject to significant
fluctuations due to changing competition, economic conditions, interest rates, investment performance, insurance
ratings, claims, persistency, and other factors.

Entities Included

The consolidated financial statements include the accounts of Protective Life Corporation and its wholly
owned subsidiaries. The Company’s financial statements also include the accounts of certain variable interest entities
in which the Company is considered the primary beneficiary. Intercompany balances and transactions have been
eliminated.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of Presentation

The accompanying consolidated financial statements of Protective Life Corporation and subsidiaries
{(**the Company”) have been prepared in accordance with accounting principles generally accepted in the United States
of America (“U.S. GAAP™). Such accounting principles differ from statutory reporting practices used by insurance
companies in reporting to state regulatory authorities (see also Note 17).

Use of Estimates

The preparation of financial statements in conformity with U.S. GAAP requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets
and liabilities at the date of the flinancial statements and the reported amounts of revenues and expenses during the
reporting period. Actual results could differ from those estimates. The most significant estimates include those used in
determining deferred policy acquisitien costs (“DAC™), goodwill, value of businesses acquired (*“VOBA™), investments,
future policy benefits, pension and other postretirement benefits, provision for income taxes, reserves for contingent
liabilities and reserves for losses in connection with unresolved legal matters.

Investments
investments are reported on the following bases:

¢ Fixed maturities consist of bonds and redeemable preferred stocks, and are carried at fair value on the
Consolidated Balance Sheets. Fair values are determined using current market values when available.
Where market values are unavailable, the Company obtains estimates from independent pricing services
or estimates market value based upon a comparison to quoted issues of the same issuer or issues of other
issuers with similar terms and risk characteristics.

s  Equity securities (common and nonredeemable preferred stocks) are carried at fair value.
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e Mortgage loans are carried at unpaid balances, adjusted for loan origination costs, net of fees, and
amortization of premium or discount. Mortgage loans are also recorded net of an allowance for credit
losses. This allowance is calculated through analysis of specific loans that are believed to be at a higher
risk of becoming impaired in the near future.

* Investment real estate is carried at cost, less allowances for depreciation computed on the straight-line
method. With respect to real estate acquired through foreclosure. cost is the lesser of the loan balance
plus foreclosure costs or appraised value.

e  Policy loans are carried at unpaid balances.

e  Other long-term investments are carried at a variety of methods similar to those listed above, as deemed
appropriate for the specific investment.

* Short-term investments are carried at amortized cost, which approximates current market value, except
collateral from securities lending which is recorded at current market value.

Estimated market values were derived from the durations of the Company’s fixed maturities and morigage
loans. Duration measures the relationship between changes in market value to changes in interest rates. While these
estimated market values generally provide an indication of how sensitive the market values of the Company’s fixed
maturities and morigage loans are to changes in interest rates, actual market results may differ from these estimates,

Substantially all short-term investments have maturities of three months or less at the time of acquisition and
include approximatety $0.2 million in bank deposits voluntarily restricied as to withdrawal.

The market values of fixed maturities change due to interest rate changes, credit related events, and other
factors, As prescribed by U.S. GAAP, investments deemed as ““available for sale™ are recorded at their market values
with the resuiting unrealized gains and losses reduced by a related adjustment 10 DAC and VOBA, net of income tax,
reported as a component of share-owners’ equity. Furthermore. investments deemed as trading securities by the
Company are recorded at their market values with any resulting unrealized gains and losses reported in net investment
income as they oceur.

Investment securities are regularly reviewed for impairment. Unrealized losses that are deemed to be other
than temporary are recognized in realized gains (losses). See Note 4 for further discussion of the Company’s policies
regarding identification of other-than-temporary impairments. Realized gains and losses on sales of investments are
recognized in net income using the specific identification basis.

Cash

Cash includes all demand deposits reduced by the amount of outstanding checks and drafts. As a result of the
Company’s cash management system, checks issued but not presented to banks for payment may create negative book
cash balances. Such negative balances are included in other liabilities and totaled $10.4 million and $66.5 million as of
December 31, 2006 and December 31, 2003, respectively. The Company has deposits with certain financial institutions
which exceed federally insured limits. The Company has reviewed the creditworthiness of these financial institutions
and believes there is minimal risk of a material loss.

Deferred Policy Acquisition Costs

The costs that vary with and are primarily related 1o the production of new business are deferred to the extent
such costs are deemed recoverable from future profits. Such costs include commissions and other costs of acquiring
traditional life and health insurance, credit insurance, universal life insurance, and invesiment products. Deferred
policy acquisition costs (“*DAC") are subject to recoverability testing at the end of each accounting period. Traditional
life and health insurance acquisition costs are amortized over the premium-payment period of the related policies in
proportion to the ratio of annual premium income to the present value of the total anticipated premium income. Credit
insurance acquisition costs are being amortized in proportion to earned premium. Acquisition costs for universal life
and investment products are amortized over the lives of the policies in relation to the present value of estimated gross
profits before amortization.




Under SFAS 97, the Company makes certain assumptions regarding the mortality, persistency, expenses, and
interest rates (equal to the rate used to compute liabilities for future policy benefits, currently 2.7% to 12.6%) it expects
to experience in future periods. These assumptions are to be best estimates and are periodically updated whenever
actual experience and/or expectations for the future change from that assumed. Additionally, relating to SFAS 115,
these costs have been adjusied by an amount equal to the amortization that would have been recorded if unrealized
gains or losses on investments associated with the Company’s universal life and investment products had been realized.
Acquisition costs for stable value contracts are amortized over the term of the contracts using the effective yield
method.

Value of Businesses Acquired

In conjunction with the acquisition of a block of insurance policies or investment contracts, a portion of the
purchase price is assigned to the right to receive future gross profits from the acquired insurance policies or investment
contracts. This intangible asset, called value of businesses acquired (“VOBA™), represents the actuarially estimated
present value of future cash flows from the acquired policies. The Company amortizes VOBA in proportion to gross
premiums for SFAS 60 products and in proportion to expected gross profits (“EGPs™) for SFAS 97 products, including
accrued interest of up to approximately 11%.

Goodwiil

Goodwill is not amortized but is tested for impairment at least annually. The Company evaluates the carrying
value of goodwill during the fourth quarter of each year and between annual evaluations if events occur or
circumstances change that would more likely than not reduce the fair value of the reporting unit below its carrying
amount. Such circumstances could include, but are not limited to: (1) a significant adverse change in legal factors or in
business climate, (2) unanticipated competition, or {3) an adverse action or assessment by a regulator. When evaluating
whether goodwill is impaired, the Company compares the fair value of the reporting unit to which the goodwill is
assigned to the reporting unit’s carrying amount, including goodwill. At October 31, 2006 and 2003, the Company
evaluated its goodwill and determined that fair value had not decreased below carrying value and no adjustment to
impair goodwill was necessary in accordance with Statement of Financial Accounting Standards No. 142, “Goodwill
and Other intangible Assets™ (“SFAS 142™).

Property and Equipment

Property and equipment are reported at cost less accumulated depreciation. The Company primarily uses the
straight-line method of depreciation based upon the estimated useful lives of the assets. The Company’s Home Office
building is depreciated over a thirty-nine year useful life, furniture is depreciated over a ten year useful life, office
equipment and machines are depreciated over a five year useful life, and software and computers are depreciated over a
three year useful life. Major repairs or improvements are capitalized and depreciated over the estimated useful lives of
the assets. Other repairs are expensed as incurred. The cost and related accumulated depreciation of property and
equipment sold or retired are removed from the accounts, and resulting gains or losses are included in income,

Property and equipment consisted of the following at December 31:

2006 2005
Home Office building $ 54,002 $ 53,275
Data processing equipment 43,645 41,947
Other, principally furniture and equipment 55,867 54,099

153,514 149,321
Accumulated depreciation (109,718) (102,311)

§ 43,796 £ 47,010




Separate Accounts

The separate account assets represent funds for which the Company does not bear the investment risk. These
assets are carried at fair value and are equal to the separate account liabilitics, which represent the policyholder’s equity
in those assets. These amounts are reported separately as assets and liabilities related to separate accounts in the
accompanying consolidated financial statements. Amounts assessed against policy account balances for the costs of
insurance, policy administration, and other services are included in premiums and policy fees in the accompanying
Consolidated Statements of Income.

Stable Vatue Product Account Balances

The Company markets guaranteed investment contracts (“GICs”) to 401(k) and other qualified retirement
savings plans, and fixed and floating rate funding agreements to the trustees of municipal bond proceeds, institutional
investors, bank trust departments, and money market funds. Through its registered funding agreement-backed note
program, the Company is able to offer secured notes to both institutional and retail investors. GICs are generally
contracts that specify a return on deposits for a specified period and often provide flexibility for withdrawals at book
value in keeping with the benefits provided by the plan. Stable value product account balances include GICs and
funding agreements issued by the Company. At December 31, 2006 and 2005, the Company had $4.0 billion and
$4.5 billion, respectively, of stable value product account balances marketed through structured programs. Most GICs
and funding agreements written by the Company have maturities of three to ten years. At December 31, 2006, future
maturities of stable value products, excluding interest, were $1.5 billion in 2007, $2.1 billion in 2008-2009, $1.0 billion
in 2010-2011, and $0.9 billion after 2011.

Derivative Financial Instruments

The Company utilizes a risk management strategy that incorporates the use of derivative financial instruments
to reduce its exposure to interest rate risk, inflation risk, currency exchange risk, and equity market risk. These
strategies are developed through the asset/liability committee’s analysis of data from financial simulation models and
other internal and industry sources and are then incorporated into the Company’s risk management program.

Derivative instruments that are currently used as part of the Company’s interest rate risk management strategy
include interest rate swaps, interest rate futures, interest rate options, and interest rate swaptions. The Company’s
inflation risk management strategy involves the use of swaps that require the Company to pay a fixed rate and receive a
floating rate that is based on changes in the Consumer Price Index (“CPI”). The Company uses foreign currency swaps
10 manage its exposure to changes in the value of foreign currency denominated stable value contracts and related cash
flows. The company also uses S&P 500% options to mitigate its exposure to the value of equity indexed annuity
contracts.

Derivative instruments expose the Company to credit and market risk and could result in material changes
from period to period. The Company minimizes its credit risk by entering into transactions with highly rated
counterparties. The Company also maintains netting and collateral support arrangements with its counterparties to
further minimize the credit risk associated with its derivative instruments. The Company manages the market risk
associated with interest rate and foreign exchange contracts by establishing and monitoring limits as to the types and
degrees of risk that may be undertaken. The Company monitors its use of derivatives in connection with its overall
asset/liability management programs and strategies.

Statement of Financial Accounting Standards No. 133 (“SFAS 133”) requires that all derivative instruments be
recognized in the balance sheet at fair value. The Company records its derivative instruments on the balance sheet in
“other long-term investments” and “other liabilities”. The accounting for changes in fair value of a derivative
instrument depends on whether it has been designated and qualifies as part of a hedging relationship and further, on the
type of hedging relationship. For those derivative instruments that are designated and qualify as hedging instruments, a
company must designate the hedging instrument, based upon the exposure being hedged, as a fair value hedge, cash
flow hedge or a hedge related to foreign currency exposure. For derivatives that are designated and qualify as cash
flow hedges, the effective portion of the gain or loss realized on the derivative instrument is reported as a component of
other comprehensive income and reclassified into earnings in the same period during which the hedged transaction
impacts earnings. The remaining gain or loss on these derivatives is recognized as ineffectiveness in current eamnings
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during the period of the change. For derivatives that are designated and qualify as fair value hedges, the gain or loss on
the derivative instrument as well as the offsetting loss or gain on the hedged item attributable to the hedged risk are
recognized in current earnings during the period of change in fair values. Effectiveness of the Company’s hedge
relationships is assessed on a quarterly basis. The Company accounts for changes in fair values of derivatives that are
not part of a qualifying hedge relationship through eamings in the period of change. Changes in the fair value of
derivatives that are recognized in current earnings are reported in “realized investment gains (losses) — derivative
financial instruments”.

Cash-Flow Hedges. The Company has entered into a foreign currency swap to hedge the risk of changes in
the value of interest and principal payments to be made on certain foreign-currency-based stable value contracts. Under
the terms of the swap, the Company pays a fixed U.S.-dollar-denominated rate and receives a fixed foreign-currency-
denominated rate, Effective July I, 2002, the Company designated this swap as a cash flow hedge and therefore
recorded the change in the fair value of the swap during the period in accumulated other comprehensive income. Gains
and losses on this swap are reclassified from other comprehensive income to current eamings as payments are made on
the hedged stable value contract. In connection with the issuance of inflation adjusted funding agreements, the
Company has entered into swaps to convert the floating CPI-linked interest rate on the contracts to a fixed rate, The
Company pays a fixed rate on the swap and receives a floating rate equal to the CPI change paid on the funding
agreements. During 2006, the Company entered into interest rate swaps to convert LIBOR and CMT (Constant
Maturity Treasury) based floating rate interest payments on funding agreements to fixed rate interest payments.

Gains and losses on these swaps are reclassified from other comprehensive income to current earnings as
interest payments are made on the funding agreements. For the years ended December 31, 2006, 2005 and 2004, the
amount of hedge ineffectiveness reported in income was a $0.6 million gain, $0.2 million gain, and a $1.0 million gain,
respectively.  Additionally, as of December 31, 2006 and 2005, the Company reported an after-tax decrease to
accumulated other comprehensive income of $6.7 million and $7.9 million, respectively, related to its cash flow hedges.
During 2006, the Company expects to reclassify $4.0 million out of accumulated other comprehensive income and into
earnings.

Other Derivatives. The Company also uses various other derivative instruments for risk management
purposes that either do not qualify for hedge accounting treatment or have not currently been qualified by the Company
for hedge accounting treatment. Changes in the fair value of these derivatives are recognized in earnings during the
period of change.

The Company uses interest rate swaps to convert the fixed interest rate payments on certain of its debt
obligations to a floating rate. Interest is exchanged periodically on the notional value, with the Company receiving the
fixed rate and paying various LIBOR-based rates. In 2006, 2005, and 2004, the Company recognized pre-tax gains of
$0.8 million, $1.7 million, and $17.6 million, respectively, representing the change in value of these derivatives and
related net settlements.

The Company uses certain foreign currency swaps, which are not designated as cash flow hedges, to mitigate
its exposure to changes in currency rates. For 2006, 2005, and 2004, the Company recorded a pre-tax gain of
$3.4 million, a pre-tax loss of $33.3 million, and a pre-tax gain of $0.3 million on these swaps, respectively, In
connection with these swaps, the Company also recognized a $3.4 million pre-tax loss, a $33.4 million pre-tax gain, and
a $0.1 million pre-tax loss, respectively, during 2006, 2005, and 2004 as the change in value of the related foreign
currency denominated stable value contracts. These net gains or losses primarily result from differences in the forward
and spot exchange rates used to revalue the swaps and the stable value contracts.

The Company also uses short positions in interest rate futures to mitigate the interest rate risk associated with
the Company’s mortgage loan commitments. During 2006, 2005, and 2004, the Company recognized a pre-tax gain of
$26.7 million, a pre-tax loss of $10.3 million, and a pre-tax loss of $1.7 million, respectively, as a result of changes in
value of these futures positions.

The Company uses other interest rate swaps, options, and swaptions to manage the interest rate risk in the
Company’s mortgage-backed security portfolio. For 2006, 2005, and 2004, the Company recognized a pre-tax loss of
$1.6 million, a pre-tax loss of $14.0 million, and a pre-tax loss of $0.5 million, respectively, for the change in fair value
of these derivatives.
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During 2005, the Company exited from asset swap arrangements that would, in effect, sell the equity options
embedded in owned convertible bonds in exchange for an interest rate swap that converts the remaining host bond to a
variable rate instrument. In 2005, and 2004, the Company recognized a $0.6 million gain, and an immaterial loss,
respectively, for the change in the asset swaps® fair value and recognized a $0.3 million gain, and a $4.0 million gain.
respectively, to separately record the embedded equity options at fair value.

The Company has also entered into a total return swap in connection with a portfolio of investment securities
managed by the Company for an unrelated party. The Company recognized a $0.7 million pre-1ax loss, a $0.7 million
pre-tax loss. and a $0.7 million pre-tax loss in 2006, 2005, and 2004, respectively. for the change in the total return
swap’s fair value,

The Company is involved in various modified coinsurance and funds withheld arrangements which, in
accordance with DIG B36, contain embedded derivatives. The change in fair value of these derivatives resulted in the
recognition of a $44.5 million pre-tax loss, $1.0 million pre-tax loss and a $0.3 million pre-tax loss in 2006, 2005 and
2004, respectively. The losses on these embedded derivatives were due to decreasing interest rates during the second-
half of 2006. The investment portfolios that support the related modified coinsurance reserves and funds withheld had
mark-to-market gains that substantially offset the losses on these embedded derivatives.

[n 2005, the Company began marketing equity indexed annuities. Under SFAS 133, the equity market
component, where interest credited to the contracts is linked to the performance of the S&P 500" index, is considered
an embedded derivative. The change in fair value of the embedded derivative resulted in a $5.7 million pre-tax loss and
a $0.6 million pre-tax loss in 2006 and 2003, respectively. The Company utilizes S&P 500® options to mitigate the risk
associated with equity indexed annuity contracts, The Company recognized a $2.9 million pre-tax gain and a
$0.2 million pre-tax gain on its S&P 500 options in 2006 and 2003, respectively.

Policyholder Liabilities, Revenues and Benefits Expense
Traditional Life, Health, and Credit Insurance Products:

Traditional life insurance products consist principally of those products with fixed and guaranteed premiums
and benefits, and they include whole life insurance policies, term and term-like life insurance policies. limited payment
life insurance policies, and certain annuities with life contingencies. Life insurance premiums are recognized as
revenue when due. Health and credit insurance premiums are recognized as revenue over the terms of the policies.
Benefits and expenses are associated with eamed premiums so that profits are recognized over the life of the contracts.
This is accomplished by means of the provision for liabilities for future policy benefits and the amortization of DAC
and VOBA. Gross premiums in excess of net premiums related to immediate annuities are deferred and recognized
over the ltfe of the policy.

Liabilities for future policy benefits on traditional life insurance products have been computed using a net
level method including assumptions as to investment yields, mortality, persistency, and other assumptions based on the
Company’s experience, modified as necessary to reflect anticipated trends and 1o include provisions for possible
adverse deviation. Reserve investment yield assumptions on December 31, 2006 range from approximately 5.0% to
7.0%. The liability for future policy benefits and claims on traditional life. health, and credit insurance products
includes estimated unpaid claims that have been reported to the Company and claims incurred but not yet reported.
Policy claims are charged to expense in the period in which the claims are incurred.
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Activity in the liability for unpaid claims for life and health insurance is summarized as follows:

2006 2005 2004

Balance beginning of year $134,104 $135,015 $121,832

Less reinsurance 61,655 66,788 55,395
Net balance beginning of year 72,449 68,227 66,437
Incurred related to;

Current year 395873 258,138 256,754

Prior year (9,685} (2,247) 3%
Total incurred 386,188 255,891 256,724
Paid related to:

Current year 304,177 208,832 210,943

Prior year 35,349 42,837 43,991
Total paid 359,526 251,669 254,934
Other changes:
Acquisitions and reserve transfers 8,992 4 0
Net balance end of year 108,103 72,449 68,227

Plus reinsurance 59,6054 61,655 66,788
Balance end of year $167,757 $134,104 5135015

Universal Life and Investment Products:

Universal life and investment products include universal life insurance, guaranteed investment contracts,
guaranteed funding agreements, deferred annuities, and annuities without life contingencies. Premiums and policy fees
for universal life and investment products consist of fees that have been assessed against policy account balances for the
costs of insurance, policy administration, and surrenders. Such fees are recognized when assessed and earned. Benefit
reserves for universal life and investment products represent policy account balances before applicable surrender
charges plus certain deferred policy initiation fees that are recognized in income over the term of the policies. Policy
benefits and claims that are charged to expense include benefit claims incurred in the period in excess of related policy
account balances and interest credited to policy account balances. Interest rates credited to universal life products
ranged from 3.0% to 12.6% and investment products ranged from 2.3% to 11.4% in 2006.

The Company’s accounting policies with respect to variable universal life and variable annuities are identical
except that policy account balances (excluding account balances that earn a fixed rate) are valued at market and
reported as components of assets and liabilities retated to separate accounts,

Property and Casualty Insurance Products:

Property and casualty insurance products include service contract business, surety bonds, residual value
insurance, guaranteed asset protection (“GAP™), credit-related coverages, and inventory protection products. Premiums
for service contracts and GAP products arc recognized based on expected claim patterns. For all other products,
premiums are generally recognized over the terms of the contract on a pro-rata basis. Fee income from providing
administrative services is recognized as earned when the related services are performed. Uneamed premium reserves
are maintained for the portion of the premiums that is related to the unexpired period of the policy. Benefit reserves are
recorded when insured events occur. Benefit reserves include case basis reserves for known but unpaid claims as of the
balance sheet date as well as incurred but not reported (“IBNR™) reserves for claims where the insured event has
occurred but has not been reported to the Company as of the balance sheet date. The case basis reserves and IBNR are
calculated based on historical experience and on assumptions relating to claim severity and frequency, the level of used
vehicle prices, and other factors. These assumptions are modified as necessary to reflect anticipated trends.

Income Taxes
The Company uses the asset and liability method of accounting for income taxes. Income tax provisions are
generally based on income reported for financial statement purposes. Deferred federal income taxes arise from the

recognition of temporary differences between the basis of assets and liabilities determined for financial reporting
purposes and the basis determined for income tax purposes. Such temporary differences are principally related to the
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marking to market value of investment assets, the deferral of policy acquisition costs, and the provision for future
policy benefits and expenses.

New Accounting Pronouncements

Statement of Position 05-1. In September 2005, the Accounting Standards Executive Committee of the
American Institute of Certified Public Accountants (“AcSEC™) issued Statement of Position (“SOP”)05-1,
*Accounting by Insurance Enterprises for Deferred Acquisition Costs in Connection with Modifications or Exchanges
of Insurance Contracts” (“SOP 05-173. SOP 05-1 provides guidance on accounting by insurance enterprises for
deferred acquisition costs on internal replacements of insurance and investment contracts other than those specifically
described in Statement of Financial Accounting Standards (“SFAS”) No. 97 (“SFAS 97™), “Accounting and Reporting
by Insurance Enterprises for Certain Long-Duration Contracts and for Realized Gains and Losses from the Sale of
[nvestments.” SOP 05-1 defines an internal replacement as a modification in product benefits, features, rights, or
coverages that occurs by the exchange of a contract for a new contract, or by amendment, endorsement, or rider to a
contract, or by the election of a feature or coverage within a contract. Contract modifications that result in a
substantially unchanged contract will be accounted for as a continuation of the replaced contract. Contract
meodifications that result in a substantially changed contract should be accounted for as an extinguishment of the
replaced contract, and any unamortized DAC, unearned revenue and deferred sales charges must be written off.
SOP 05-1 is to be applied prospectively and is effective for internal replacements occurring in fiscal years beginning
after December 15, 2006. Due to the nature of the interpretative issues recently released by the American Institute of
Certitied Public Accountants, the Company continues to evaluate the impact SOP 05-1 will have on its consolidated
results of operations and financial position, but does not currently believe that its adoption cffective January 1, 2007,
will have a material impact on its financial position or results of operations.

SFAS No. 155 - Accounting fer Certain Hybrid Financial Instruments - an amendment of FASB
Statements No. 133 and 140. In February 2006, the Financial Accounting Standards Board (“FASB”) issued SFAS
No. 155, “Accounting for Certain Hybrid Financial Instruments - an amendment of FASB Statements No. 133 and 140”
(“*SFAS 1557). SFAS 155 amends Statement of Financial Accounting Standards No. 133, “Accounting for Derivative
Instruments and Hedging Activities” (“SFAS 133”) and Statement of Financial Accounting Standards No. 140,
“Accounting for Transfers and Servicing of Financial Assets and Extinguishment of Liabilities” (“SFAS 140) and
resolves issues addressed in SFAS 133 DIG Issue DI, “Application of Statement 133 to Beneficial Interest in
Securitized Financial Assets.” SFAS 155 partially eliminates the exemption from applying the bifurcation requirements
of SFAS 133 to interests in securitized financial assets, in an effort to ensure that similar instruments are accounted for
consistently regardiess of the form of the instrument. The Company continues to evaluate the impact of SFAS 155,
which is effective for all financial instruments acquired or issued after January 1, 2007, but does not currently believe
that its adoption will have a material impact on its financial position or results of operations.

SFAS No. 156 - Accounting for Servicing of Financial Assets - an amendment of FASB Statement
No. 140. In March 2006, the FASB issued SFAS No. 156, “Accounting for Servicing of Financial Assets - an
amendment of FASB Statement 140” (“SFAS 1567). SFAS 156 amends SFAS 140, “Accounting for Transfers and
Servicing of Financial Assets and Extinguishments of Liabilities,” with respect to the accounting for separately
recognized servicing assets and servicing liabilities. SFAS 156 requires an entity to recognize a servicing asset or
servicing liability each time it undertakes an obligation to service a financial asset by entering into a servicing contract
in certain situations. Additionally, SFAS 156 permits the choice of the amortization method or the fair value
measurement methad, with changes in fair value recorded in income, for the subsequent measurement for each class of
separately recognized servicing assets and servicing liabilities. The statement is effective for fiscal years beginning
after September 15, 2006, and therefore will be adopted by the Company effective January I, 2007. The Company
continues to evaluate SFAS 156, but does not believe that its adoption will have a material impact on its financial
position or results of operations.

FASB Interpretation No. 48. [n July 2006, the FASB issued FASB Interpretation No. 48, “Accounting for
Uncertainty in Income Taxes - an Interpretation of FASB Statement 109,” (“FIN 48”). FIN 48 is effective for fiscal
years beginning after December 15, 2006, and therefore will be adopted by the Company effective January 1, 2007.
This interpretation requires, in order for the Company to recognize a benefit in its financial statements from a given tax
return position, that there must be a greater than 50 percent chance of success with the relevant taxing authority with
regard to that tax return position. In making this analysis, the Company must assume that the taxing authority is fully




informed of all of the facts regarding this issue. FIN 48 also provides guidance on how the benefit, if any, that will be
recognized in the financial statements should be measured. Furthermore, new disclosures regarding the effect of the
accounting for uncertain tax positions on the financial statements will be required. Any adjustment to the Company’s
December 31, 2006 Consolidated Balance Sheet due to the adoption of FIN 48 will be recognized as an adjustment to
the Company’s January 1, 2007 retained earnings. The Company is currently evaluating the impact that the adoption of
FIN 48 will have on its Consolidated Balance Sheet at December 31, 2006, and on its Consolidated Statements of
Income in future periods.

SFAS No. 157 - Fair Value Measurements. In September 2006, FASB issued SFAS No. 157, “Fair Value
Measurements”™ (“SFAS 157). This statement defines fair value, establishes a framework for measuring fair value and
expands disclosures about fair value measurements. SFAS [57 is effective prospectively with a limited form of
retrospective application for fiscal years beginning after November 15, 2007, with early adoption encouraged. The
Company is currently evaluating the impact that SFAS 157 will have on its consolidated results of operations and
financial position.

SFAS No. 158 - Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans —
an amendment of FASB Statements No, 87, 88, 106, and 132(R). In September 2006, the FASB issued
SFAS No. 158 ("SFAS 158), “Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans,
which amends SFAS No. 87, “Employers’ Accounting for Pensions” (“SFAS 87”), SFAS No. 88, “Employers’
Accounting for Settlements and Curtailments of Defined Benefit Pension Plans and for Termination Benefits”
("SFAS BR™), SFAS No. 106, “Employers’ Accounting for Postretirement Benefits Other Than Pensions™
(*SFAS 106™), and SFAS No. 132 (revised), “Employers’ Disclosures About Pensions and Other Postretirement
Benefits” ("SFAS 132 (R))”. SFAS 158 requires that the funded status of defined benefit postretirement plans be fully
recognized on the statement of financial position, and requires the recognition of changes in the funded status of such
plans in the year in which the changes occur through comprehensive income. Additionally, SFAS 158 requires an
employer to measure the funded status of a plan as of the date of its year-end statement of financial position. SFAS 158
is effective for fiscal years ending after December 15, 2006 and therefore has been adopted by the Company as of
December 31, 2006. This standard was adopted prospectively, and as a result, prior periods were not restated, The
adoption of this standard resulted in a net fund asset of $5.8 million related to the Company’s defined benefit pension
plan and a net fund liability of $25.2 million related to its unfunded excess benefits plan as of December 31, 2006.

Staff Accounting Bulletin No. 108. In September 2006, the Securities and Exchange Commission (“SEC™)
issued Staff Accounting Bulletin No. 108 (“SAB 108”) which provides guidance on quantifying financial statement
misstatements. SAB 108 requires financial statement misstatements to be quantified in relation to both its impact on
the current year income statement (the “rollover™ approach) and the current year balance sheet (the “iron curtain”
approach). If a misstatement is material under either approach (the “dual approach™) the financial statements must be
adjusted for the misstatement.

Reclassifications

Certain reclassifications have been made in the previously reported financial statements and accompanying
notes to make the prior year amounts comparable to those of the current year. Such reclassifications had no effect on
previously reported net income or share-owners’ equity. Included in these reclassifications is a change in the
Consclidated Statements of Cash Flows to remove the effects of policy fees assessed on universal life and investment
products from financing activities. While this had no effect on total cash flow, for the years ended December 31, 2005
and 2004, net cash provided by operating activities was decreased and net cash provided by financing activities was
increased by $421.4 million and $349.1 million, respectively.

18




3. RECENT ACQUISITIONS
Chase Insurance Group Acquisition

On July 3, 2006, Protective Life Insurance Company (“Protective Life”), the Company’s largest operating
subsidiary, completed the acquisition contemplated by the Stock Purchase Agreement. Pursuant to that agreement with
JPMorgan Chase & Co. (“JPMC”) and two of its wholly-owned subsidiaries (collectively, the “Sellers™), Protective
Life and its subsidiary West Coast Life Insurance Company purchased from the Sellers the Chase Insurance Group,
which consisted of five insurance companies that manufacture and administer traditional life insurance and annuity
products and four related non-insurance companies (which collectively are referred to as the “Chase Insurance Group™)
for a net purchase price of $873.5 million. The Chase Insurance Group is headquartered in Elgin, [llinois, and offers
primarily level premium term and other traditional life products, as well as fixed and variable annuity products. The
Chase Insurance Group’s results of operations are included in the Company’s consolidated results of operations
beginning July 3, 2006.

This transaction was accounted for under the purchase method of accounting prescribed by SFAS No. 141,
“Business Combinations” (“SFAS 1417). SFAS 141 requires that the total purchase price be allocated to the assets
acquired and liabilities assumed based on their fair values at the acquisition date. The allocation of the $873.5 million
aggregate purchase price to the specific identifiable tangible and intangible assets and liabilities is as follows:

Fair Value
as of July 3, 2006
(Dollaxs in thousands)

ASSETS
[nvestments 56,784,023
Policy loans 380608
Cash 392493
Accrued investment income B8.069
Accounts and premiums receivable, net 14,342
Reinsurance receivable 1,093,633
Value of business acquired 739,856
Goodwill 32,007
Other assels 25214
Intangible asscts 3,200
Deferred tax asset 13,290
Assets related 1o separate accounts 118,073
Total assels 9,676,808
LIABILITIES
Policy liabilites and accrals 2,704.790
Annuity account balances 5,528,849
Orther policyholders’ funds 273.805
Other liabilities 161,309
Accrued income laxes 24,445
Liabilities related 10 separate accounts 110,073
Total Habilities 8.803.271
NET ASSETS ACQUIRED §  B73.537

The Chase Insurance Group acquisition was funded through the issuance of $200 million of capital securities
(see Note 9) together with cash. The capital securities will mature and become due and payable, together with any
accrued and unpaid interest thereon, on June 30, 2066.

Immediately after the closing of the acquisition, the Company entered into agreements with Commonwealth
Annuity and Life Insurance Company {formerly known as Allmerica Financial Lifc Insurance and Annuity
Company) (“CALIC”) and Wilton Reassurance Company and Wilton Reinsurance Bermuda Limited (collectively, the
“Wilton Re Group™), whereby CALIC reinsured 100% of the variable annuity business of the Chase Insurance Group
and the Wilton Re Group reinsured approximately 42% of the other insurance business of the Chase Insurance Group.
The aggregate ceding commissions received by the Company from these transactions was $330.5 million.

The $32.0 million of goodwill was assigned to the Acquisitions Segment. $63.9 millien of goodwill is
expected to be deductible for tax purposes.




Certain of the reinsurance agreements with CALIC and the Wilton Re Group are in the form of modified
coinsurance (“Modco™) agreements. Company investments supporting these agreements, consisting of primarily fixed
income securities in designated portfolios, are designated as “trading securities” under U.S. GAAP. Investment results
for these portfolios, including gains and losses from sales, are passed directly to the reinsurers through the contractual
terms of the reinsurance arrangements. Trading securities are carried at fair value and changes in fair value are included
in net income as realized investment gains (losses) as they occur. These amounts are substantially offset by changes in
the fair vaiue of embedded derivative Habilities associated with the underlying reinsurance arrangements.

Western General Acquisition

On July 14, 2006, the Company completed the acquisition of the vehicle extended service contract business of
Western General effective as of July 1, 2006. Western General, headquartered in Calabasas, California, is a provider of
vehicle service contracts nationally, focusing primarily on the west coast market. In addition, Western General
currently provides extended service contract administration for several automobile manufacturers and provides used car
service contracts for a publicly-traded national dealership group.

This transaction was accounted for under the purchase method of accounting prescribed by SFAS 141.
Western General’s results of operations are included in the Company’s consolidated results of operations beginning
July 1, 2006. The purchase price for Western General was $33.0 million, and is subject to contingent consideration
based on future performance.

The fair value of Western General’s net assets acquired was $14.2 million. Goodwill of $18.8 million resulted
from the excess of purchase price over the fair value of Western General’s net assets. This goodwill was allocated to
the Company’s Asset Protection segment. The Company paid a premium over the fair value of Western General’s net
assets for a number of potential strategic and financial benefits that are expected to be realized as a result of the
acquisition including, but not limited to, the following:

e Expanded distribution network
¢ Increased geographic presence
*  Broader product portfolio in core product lines
Additional administration capabilities
Grealter size and scale with improved earnings diversification

SFAS 141 requires that the total purchase price be allocated to the assets acquired and liabilities assumed
based on their fair values at the acquisition date. The following table summarizes the fair values of the net assets
acquired as of the acquisition date:

Fair Value

as of July 1, 2006

{Dollars in thousands)

ASSETS
Investments £ 18,571
Cash 1.873
Accrued investment income 114
Accounts and premiums reccivable, net 16,924
Value of business acquired and other intangible assets 12,650
Goodwill 18,813
Property and eguipment 450
Other assets 9,990
Income tax receivable 41
Deferred income taxes 2,735
Total assets 82,161
LIABILITIES
Pulicy liabilitics and accruals 39,596
Other liabilities 9,607
Total liabilities 49,203
NET ASSETS ACQUIRED § 32,958
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The $18.8 million of goodwill was assigned to the Asset Protection Segment, and of this amount,
approximately $10.4 million is expected to be deductible for tax purposes.

Pro forma Condensed Consolidated Results of Operations

The following (unaudited) pro forma condensed consolidated results of operations assume that the acquisitions
of both the Chase Insurance Group and Western General were completed as of January 1, 2006 and 2005:

YEARS ENDED
DECEMBER 31
2006 2005
Revenue §2,921,735 $2.616,302
Net [ncome $300,742 $299 866
Net income per common share:
Basic $4.25 $4.25
Dijuted $4.21 $4.20

The pro forma information above is presented for informational purposes only and is not necessarily indicative
of the results of operations that actually would have been achieved had the acquisition been consummated as of that
time, nor is it intended to be a projection of future results.

4. INVESTMENT OPERATIONS

Major categories of net investment income for the years ended December 31 are summarized as follows:

2006 2005 2004
Fixed maturities $1,099.343 $ 202,548 $§ 822,081
Equity sceurities 6,265 4,688 2,684
Mortgage loans 268,380 257,914 232,577
Investment real estate 389 2,371 1,622
Short-term investments and other 108,809 60,052 55,573
1,483,186 1,227,573 1,114,537
Investment expenses 63,408 47,071 30,320
$1,419,778 $1,180,502 $1,084.217

Realized investment gains (losses) for all other investments for the years ended December 31 are summarized
as follows:

2006 2005 2004
Fixed maturities $ 38,950 $44,248 329,015
Equity securities 289 204 58
Mark to market — Modco trading portfolios 44552 0 1]
Mortgage loans and other investmenis 20,293 4.941 {768)
$104,084 549,393 528,305

In 2006, gross gains on investments available for sale (fixed maturities, equity securities, and short-term
investments) were $80.2 million, and gross losses were $40.9 million. In 2005, gross gains were $84.9 million, and
gross losses were $40.4 million. In 2004, gross gains on investments available for sale were $54.8 million, and gross
losses were $25.7 million.
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The amortized cost and estimated market value of the Company’s investments classified as available for sale
at December 31 are as follows:

Gross Gross
Amortized Unrealized Unrealized Estimated
Cost Gains Losses Market Value
2006
Fixed maturities:
Bonds:
Mortgage-backed securities $ 6,566,588 $ 37,784 $ (63,613) $ 6,540,759
United States Government and authorities 966,904 4,185 (4,959) 966,130
States. municipalities, and political subdivisions 76,135 1,842 {179) 77,798
Public utilities 1,578,993 44,526 {29,280 1,594,239
Convertibles and bonds with warrants 231 11 (41) 201
All other corporate bonds 8,108,823 235,236 (97,467) 8,246,592
Redeemable preferred stocks 86 0 (D 85
17,297,760 323,584 (195,540) 17,425 804
Equity sccurities 121,823 7,171 (299) 128,695
Short-term invesiments 1,069,937 0 { 1,069,937
$18,489,520 $330,755 $(145 839} §$18,624,436
2005
Fixed maturities:
Bonds:
Mortgage-backed securities $ 5,912,602 S 36,304 £ {90,722) $ 5,858,274
United States Government and authorities 686,793 5,773 (1,267) 691,299
States, municipalities, and political subdivistons 47,887 2314 (38) 50,163
Public utilities 1,622,987 88,310 {11,816} 1,699,487
Convertibles and bonds with warrants 231 0 {63) 168
All other corporate bonds 6,489,639 339,604 {67.123) 6,762,120
Redeemable preterred stocks 2,647 L (1393 2,508
14,762,786 472,401 {171,168) 15,064,019
Equity securities 114,993 6,349 (330) 121,012
Short-lerm investments 772,639 0 0 712,639
815,650,418 $478,750 $(171,498) $15,057,670

At December 31, 2006 and 2005, the Company had an additional $3.9 billion and $408.4 million, respectively,
of fixed maturities and $311.1 million and $3.5 million, respectively, of short-term investments classified as trading
securities,

The amortized cost and estimated market value of available for sale fixed maturities at December 31, 2006, by
expected maturity, are shown as follows. Expected maturities are derived from rates of prepayment that may differ
from actual rates of prepayment.

Estimated Estimated

Amortized Market

Cost Value
Due in one year or less $ 357,849 $ 358,863
Due after one year through five years 4,575,918 4,623,558
Due after five years through ten years 4,982,147 4,971,183
Due after ten years 7,381,846 7,472,200
$17,297,760 $17.425 804

Each quarter the Company reviews investments with unrealized losses and tests for other-than-temporary
impairments. The Company analyzes various factors to determine if any specific other-than-temporary asset
impairments exist. These include, but are not limited to: 1) actions taken by rating agencies, 2) default by the issuer,
3) the significance of the decline, 4) the intent and ability of the Company to hold the investment until recovery, 5) the
time period during which the decline has occurred, 6) an economic analysis of the issuer’s industry, and 7) the financial
strength, liquidity, and recoverability of the issuer. Management performs a security by security review each quarter in
evaluating the need for any other-than-temporary impairments. Although no set formula is used in this process, the
investment performance and continued viability of the issuer are significant measures considered. Once a




determination has been made that a specific other-than-temporary impairment exists, a realized loss 1s incurred and the
cost basis of the impaired asset is adjusted to its fair value. During 2006, 2005, and 2004, the Company recorded other-
than-temporary impairments in its investments of $5.7 million, $11.8 million, and $18.3 million, respectively.

The following table shows the Company’s investments’ gross unrealized losses and fair value, aggregated by
investment category and length of time that individual securities have been in a continuous unrealized loss position at
December 31, 2006,

L.ess Than 12 Meoenths 12 Months or More Taotal
Market Unrealized Market Unrealized Market Unrealized
Value Loss Value Loss Value L.oss

Mortgage-backed
seeuritics S1.132,093 $(4.070) $3.006,114 $ (59,545) $4,138.207 S (63.615)
US government 873,248 (3.923) 41,705 (1.0306) 914,953 (4,959)
Suates, municipalitics, ¢te. 1617 7 1,087 (8) 2,704 (15)
Public utilitics 347,289 (9.553) 353219 (19,728) 700,508 (29.281)
Convertible bonds 0 0 47 (41) 47 {41)
Other corporate bonds 1,512,521 (34.495) 1.369,328 (63,132) 2.881.849 (97.627)
Equitics 147 (39) 3,360 (242) 3507 (301)
53,866,915 S$(52.107) 54,774,860 $(143,732) $8.641.775 $(195.839)

For mortgage-backed securities in an unrealized loss position for greater than |2 months, $3.7 million of the
$59.5 million unrealized loss relates to securities issued in Company-sponsored commercial loan securitizations. The
remaining losses are primarily the result of a rising interest rate environment during the past year. The Company does
not consider these unrealized loss positions to be other than temporary, because the underlying mortgage loans continue
to perform consistently with the Company’s original expectations.

The public utilities category has gross unrealized losses greater than 12 months of $19.7 million, while the
other corporate bonds category has gross unrealized losses greater than 12 months of $63.1 million at December 31,
2006. These losses related primarily to the increase in interest rates over the past year. The aggregate decline in market
value of these sccurities was deemed temporary due to positive factors supporting the recoverability of the respective
investments. Positive factors considered included credit ratings, the financial health of the investee, the continued
access of the investee to capital markets. and other pertinent information including the Company’s ability and intent to
hold these securities to recovery.

The following table shows the Company’s investments™ gross unrealized losses and fair value, aggregated by
investment category and Iength of time that individual securities have been in a continuous unrealized loss position at
December 31, 2005.

Less Than 12 Months 12 Months or More Total

Market Unrealized Market Unrealized Market Unrealized

Value Loss Yalue Loss Value Loss
Mortgage-backed
securities $4,576,492 $(71.530) $ 88,264 $(19,196) 34,664,756 $ (90.726)
US government 109,188 (439 23,587 (828) 132,775 (1.267)
States, municipalities, cte. 3,168 (38) 0 0 3,168 {38)
Public utilitics 362,202 (7.131) 75972 (4.685) 438.174 {11.816)
Cenvertible bonds 0 0 167 (63) 167 {63)
Other corporate bonds 1,537,310 (46.640) 323,241 (20.475) 1,860,551 {67.121)
Equitics 3.667 (232) 880 (235) 4,547 (467)

$6,592,027 $(126.016) $512,111 S(45.482) $7,104,138 S(171,498)
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At December 31, 2006 and 2005, the Company had bonds which were rated less than investment grade of
$319.0 million and $1,083.8 million, respectively, having an amortized cost of $325.3 million and $1,091.5 million,
respectively. Not included in these less than investment grade bonds at December 31, 2006 and 2005, are $32.3 million
and $21.0 million, respectively, of trading sccurities. At December 31, 2006, approximately $22.7 million of the bonds
rated less than investment grade were seccurities issued in Company-sponsored commercial mortgage loan
securitizations. Approximately $2.1 billion of these bonds are not publicly traded.

The change in unrealized gains (losses), net of income tax, on fixed maturity and equity securities, classified
as available for sale, for the years ended December 31 is summarized as follows:

2006 2005 2004
Fixed maturities $(112,573) §(257.383) $54,931
Equity sccuritics 555 2.032 1.001

The Company participates in securities lending, primarily as an investment yield enhancement, whereby
securities that are held as investments are loaned to third parties for short periods of time. The Company requires
collateral of 102% of the market value of the loaned securities to be separately maintained. The loaned securities’
market value is monitored, on a daily basis, with additional collateral obtained as necessary. At December 31, 2006,
securities with a market value of $444.5 million were loaned under these agreements. As collateral for the loaned
securities, the Company receives short-term investments, which are recorded in “short-term investments” with a
corresponding liability recorded in “other liabilities” to account for the Company’s obligation to return the collateral.

At December 31, 2006, all of the Company’s mortgage loans were commercial loans of which 68% were
retail, 12% were office buildings, 10% were apartments, 7% were warchouses, and 3% were other. The Company
specializes in making mortgage loans on either credit-oriented or credit-anchored commercial properties. No single
tenant’s leased space represents more than 2.4% of mortgage loans. Approximately 71% of the mortgage loans are on
properties located in the following states listed in decreasing order of significance: Texas, Tennessee, Alabama,
Georgia, Florida, South Carolina, North Carolina, Utah, California, Indiana, Ohio, and Pennsylvania. At
December 31, 2006, the average mortgage loan was $2.5 million, and the weighted average interest rate was 6.6%. The
largest single mortgage loan was $26.5 million.

Many of the mortgage loans have call provisions between 3 and 10 years. Assuming the loans are called at
their next call dates, approximately $166.8 million would become due in 2007, $470.6 million in 2008 through 2011,
$857.1 million in 2012 through 2016, and $269.2 million thereafer.

For several years the Company has offered a type of commercial mortgage loan under which the Company
will permit a slightly higher lean-to-value ratio in exchange for a participating interest in the cash flows from the
underlying real estate. As of December 31, 2006 and 2005, approximately $493.0 million and $434.9 million,
respectively, of the Company’s mortgage loans have this participation feature.

At December 31, 2006 and 2005, the Company’s problem mortgage loans (over sixty days past due) and
foreclosed properties totaled $15.8 million and $22.3 million, respectively. Since the Company’s mortgage loans are
collateralized by real estate, any assessment of impairment is based upon the estimated fair value of the real estate. At
December 31, 2006 and 2005, the Company had an allowance for mortgage loan credit losses of $0.5 million and
$6.8 million, respectively. This allowance is calculated through analysis of specific loans that are believed to be at a
higher risk of becoming impaired in the near future.

Certain investments, consisting of fixed maturities, equities, and investment real estate, with a carrying value
of $66.3 million were non-income producing for the twelve months ended December 31, 2006.

At December 31, 2006 and 2005, the Company had investments related to retained beneficial interests of
mortgage loan securitizations of $173.4 mitlion and $225.6 mitlion, respectively.

Policy loan interest rates generally range from 3.0% to 12.0%.
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5. DEFERRED POLICY ACQUISITION COSTS AND VALUE OF BUSINESSES ACQUIRED
Deferred policy acquisition costs

The balances of and changes in DAC as of and for the years ended December 31, are as follows:

2006 2005
Balance, beginning of period $1,735.533 $1,353.784
Capitalization of commissions, sales and issuc expenses 425,946 693,682
Amortization (167.377) (166,770}
Change in unrealized invesiment gains and losses 90,537 (145,163)
Balance, end of period $2,084.639 $1.735,533

Value of businesses acquired

The balances of and changes in VOBA as of and for the years ended December 31, are as follows:

2006 2005
Balance, beginning of period $ 436,455 $468,188
Acquisitions 751,992 0
Amortization (58,426) (31,733)
Change in unrealized invesiment gains and losses (16,052) 0
Other 127 0
Balance, end of period $1,114,096 $436,455

The expected amortization of VOBA for the next five years is as follows:

Year Expected Amortization
2007 $97,921
2008 90,035
2009 83,344
2010 77,593
2011 74,414

6. GOODWILL

The changes in the carrying amount of goodwill by segment are as follows:

Life Asset Corporate Total
Marketing Acquisitions Protection  and Other  Consolidated

(Dollars in thousands)

Balance as of December 31, 2004 510,354 b 0 536,182 $83 846,619
Contingent payment related to
prior acquisition 0 1] 2,804 0 2.804
Balance as of December 31, 2003 10,354 0 38,986 83 49.423
Goedwill acquired in current
period acquisitions 0 32,007 18,813 1] 50.820
Contingent payment related to
prior acquisition 0 0 236 0 236
Balance as of December 31, 2006 $10,354 $32.007 $58.035 $83 $100479

The $32.0 million increase in 2006 in goodwill in the Acquisitions segment is related to the Chase Insurance
Group acquisition discussed in Note 3. The $18.8 million increase in 2006 in goodwill in the Asset Protection segment
is related to the Western General acquisition discussed in Note 3. Goodwill also increased by $0.2 million and
$2.8 million in the Asset Protection segment in 2006 and 2005, respectively, due to a contingent payment related to the
purchase of a small subsidiary in a prior year.
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7. CERTAIN NONTRADITIONAL LONG-DURATION CONTRACTS

In July 2003, AcSEC issued Statement of Position 03-1 “Accounting and Reporting by [nsurance Enterprises
for Certain Nontraditional Long-Duration Contracts and for Separate Accounts” (“SOP 03-17). SOP 03-1 provides
guidance related to the establishment of reserves for benefit guarantees provided under certain long-duration contracts,
as well as the accounting for mortality benefits provided in certain universal life products. In addition, it addresses the
captitalization and amortization of sales inducements to contract holders. The SOP was effective January 1, 2004 and
was adopted through an adjustment for the cumulative effect of change in accounting principle amounting to
$15.8 million (net of $8.5 income tax).

The Company issues variable universal life and variable annuity products through its separate dccounts for
which investment income and investment gains and losses accrue directly to, and investment risk is borne by, the
contract holder. The Company also offers, for its variable annuity products, various account value guarantees upon
death, The most significant of these guarantees involve (a) return of the highest anniversary date account value, or
(b} return of the greater of the highest anniversary date account value or the last anniversary date account value
compounded at 5% interest. The guaranteed minimum death benefit (“GMDB”) reserve is calculated by applying a
benetit ratio, equal to the present value of total expected GMDB claims divided by the present value of total expected
contract assessments, to cumulative contract assessments. This amount is then adjusted by the amount of cumulative
GMDB claims paid and accrued interest. Assumptions used in the calculation of the GMDB reserve were as follows:
mean investment performance of 8.5%, mortality at 65% of the National Association of Insurance Commissioners 1994
Variable Annuity GMDB Mortality Table, lapse rates ranging from 2%-20% (depending on product type and duration),
and an average discount rate of 6.5%. Changes in the GMDB reserve are included in benefits and settlement expenses
in the accompanying consolidated statements of income.

The variable annuity separate account balances subject to GMDB were $2.8 billion at December 31, 2006.
The total guaranteed amount payable based on variable annuity account balances at December 31, 2006, was
$120.7 million (including $93.9 million in the Annuities segment and $26.8 million in the Acquisitions segment), with
a GMDB reserve of $2.2 million (including $1.8 million in the Annuities segment and $0.4 million in the Acquisitions
segment)., These amounts exclude the variable annuity busimess of the Chase insurance Group which has been 100%
reinsured to Commonwealth Annuity and Life Insurance Company (formerly known as Allmerica Financial Life
Insurance and Annuity Company) {"CALIC"), under a modified coinsurance (“Modco™) agreement. The guaranteed
amount payable and GMDB reserve associated with these annuitics are $69.3 million and $3.1 million, respectively,
and are included in the Acquisitions segment. The average attained age of contract holders at December 31, 2006
was 60,

Activity relating to GMDB reserves (excluding those 100% reinsured under the Medco agreement) for the
years ended December 31 was as follows:

2006 2005 2004
Beginning balance 82,437 $5,020 $5.895
Incurred guarantee benefits 1,630 184 3,179
Paid guarantee benefits 1916 2,767 4.054
Ending balance $2,151 $2.437 $5,020

Account balances of variable annuities with guarantees invested in variable annuity separate accounts as of
December 31 were as follows:

2006 2005
Equity mutual funds $2,508,422 $2.151.288
Fixed income mutual funds 241,707 225,830

Total $2,750,129 $2.377,124




Certain of the Company’s fixed annuities and universal life products have a sales inducement in the form of a
retroactive interest credit (“RIC”). In addition, certain variable annuity contracts provide a sales inducement in the
form of a bonus interest credit. In accordance with SOP 03-1, the Company maintains a reserve for all interest credits
earned to date. The Company defers the expense associated with the RIC and bonus interest credits each period and
amortizes these costs in a manner similar to that used for DAC.

Activity in the Company’s deferred sales inducement asset for the years ended December 31 was as follows:

2006 2005 2004
Deferred asset, beginning of period $39.311 $28.618 $27.713
Amounts deferred 30,124 17,182 12,597
Amortization (10,395) (6,439 {11.692)
Deferred asset, end of period $59.040 $39.311 $28.618

8. REINSURANCE

The Company reinsures certain of its risks with (cedes), and assumes risks from, other insurers under yearly
renewable term, coinsurance, and modified coinsurance agreements. Under yearly renewable term agreements, the
Company reinsures only the mortality risk, while under coinsurance, the Company reinsures a proportionate part of all
risks arising under the reinsured policy. Under coinsurance, the reinsurer receives a proportionate part of the premiums
less commissions and is liable for a corresponding part of all benefit payments. Modified coinsurance is accounted for
similarly to coinsurance except that the liability for future policy benefits is held by the original company, and
settlements are made on a net basis between the companies.

Reinsurance ceded arrangements do not discharge the Company as the primary insurer. Ceded balances would
represent a liability of the Company in the event the reinsurers were unable to meet their obligations to the Company
under the terms of the reinsurance agreements. The Company continues to monitor the consolidation of reinsurers and
the concentration of credit risk the Company has with any reinsurer, as well as the financial condition of its reinsurers.
At December 31, 2006, the Company had reinsured approximately 79.6% of the face value of its life insurance in force.
The Company had reinsured approximately 33.9% of the face value of its life insurance in force with the following
three reinsurers:

* Swiss Re Life & Health America Inc.
» Lincoln National Life Insurance Co. (currently administered by Swiss Re Life & Health America Inc.)
® Security Life of Denver Insurance Co. (currently administered by Scottish Re)

These reinsurers had a minimum Standard & Poor’s rating of AA- and a minimum A. M. Best rating of A+ as
of December 31, 2006. The Company has not experienced any credit losses for the years ended December 31, 2006,
2005, or 2004 related to these reinsurers. The Company sets a limit on the amount of insurance retained on the life of
any one person. In 2005, the Campany increased its retention for certain newly issued traditional life products from
$500,000 to $1,000,000 on any one life. The Company’s maximum retention for newly issued universal life products
is $1.000,000.

Reinsurance premiums, commnlissions, expense reimbursements, benefits and reserves related to reinsured
long-duration contracts are accounted for over the life of the underlying reinsured contracts using assumptions
consistent with those used to account for the underlying contracts. The cost of reinsurance related to short-duration
contracts is accounted for over the reinsurance contract period. Amounts recoverable from reinsurers, for both short-
and long-duration reinsurance arrangements, are estimated in a manner consistent with the claim liabilities and policy
benefits associated with reinsured policies,
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The following table presents the net life insurance in-force as of December 31

i 2006 2005 2004
Direet lite insurance in-force § 700,268 $ 443,923 $379,589
Amounts assumed from other companies 24,226 23211 20,448
Amounts ceded to other companies (576,791) (393,605) (354,016)
Net life insurance in-force $147,703 $ 73,529 § 55021

i Percentage of amount assumed to net 16% 32% 54%

The following table reflects the effect of reinsurance on life insurance premiums written and carned for the
years ended December 31:

2006 2005 2004
Direct premiums 81,739 §1,370 $1.219
Reinsurance assumed 76 222 220
Reinsurance ceded (L.104) (1,065) (960)
Net premiums $ 711 § 527 § 479
Percentage of amount assumed to net 11% 42% A6%

The Company has also reinsured accident and health risks representing $45.5 million, $43.9 million, and
$60.6 million of premium income, while it has assumed accident and health risks representing $8.5 million
$4.1 million, and $25.5 million of premium income for 2006, 2005, and 2004, respectively. In addition, the Company
reinsured property and casualty risks representing $221.5 million, $118.3 million, and $105.4 million ef premium
income, while it assumed property and casualty risks representing $109.5 million, $13.4 million, and 3$27.6 million of
premium income for 2006, 2005, and 2004, respectively.

In 2006 and 2003, policy and claim reserves relating to insurance ceded of $4.6 billion and $3.0 billion,
respectively, are included in reinsurance receivables. Should any of the reinsurers be unable to meet its obligation at
the time of the claim, obligation to pay such claim would remain with the Company. At December 31, 2006 and 2005,
the Company had paid $51.7 million and $57.7 million, respectively, of ceded benefits which are recoverable from
reinsurers, In addition, at December 31, 2006 and 2005, the Company had receivables of $65.7 million and
$66.6 million, respectively, related to insurance assumed.

During 2006, the Company recorded $27.1 million of bad debt charges related to its Lender’s Indemnity
product line. The bad debt charges recorded by the Company followed the bankruptey filing related to CENTRIX
Financial LLC (“CENTRIX™), the originator and servicer of the business, and is the result of the Company’s
assessment, based in part on facts discovered by an audit after the bankruptcy filing, of the inability of CENTRIX and
an affiliated reinsurer to meet their obligations under the program. The product guarantees to the lender, primarily
credit unions, the difference between a value calculated based on the estimated or actual market value of a vehicle and
the outstanding balance of a loan in the event the vehicle is repossessed or sold because the loan is in default. The
Company ceased offering the Lender’s Indemnity product in 2003. In the short term, CENTRIX is expected to
continue to operate as debtor in possession and service the outstanding loans. The Company has increased reserves for
the remaining business based on the expectation that the frequency and severity of losses will be greater than previously
assumed. These assumptions wilt be analyzed and updated as the business continues to run off, which will essentially
be complete by 2008,
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9, DEBT AND OTHER OBLIGATIONS
Long-Term Debt and Subordinated Debt Securities

Long-term debt and subordinated debt securities at December 31 are summarized as follows:

2006 2005
Long-term debt (year of issue):
Notes payable to banks $ 64,600 $ 68,000
7.45% Medium-Term Notes {1996), due 2011 9,852 9,852
4.30% Senior Notes (2003), due 2013 250,000 250,000
4.875% Senior Notes (2004). duc 2014 150,000 150.600
Mortgage notes on investment real estate 4,680 4,680
Total long-term debt $479.132 5482.532
Subordinated debt sceurities {ycar of issue):
7.50% Subordinated Debentures (2001}, due 2031, callable 2006 $103,093 $103,093
7.25% Subordinated Debentures (2002), duc 2032, callable 2007 138,557 118,557
6.125% Subordinated Debentures (2004), due 2034, callable 2009 103,093 103,093
7.25% Capital Securities (2006), due 2066, callable 2011 200,000 0
Tosal subordinated debt securities $524.743 $324,743

Future maturities of long-term debt and subordinated debt sccurities are $64.6 million in 2007, $14.5 million
in 2011, and $924.7 miilion in years after 2011,

Under a revolving line of credit arrangement due July 30, 2009, the Company can borrow up to $200 million
on an unsecured basis at an interest rate of LIBOR plus 0.30%. No compensating balances are required to maintain the
line of credit. This arrangement contains, among other provisions, requirements for maintaining certain financial ratios
and restrictions on indebtedness incurred by the Company and its subsidiaries. Additionally, the Company, on a
conselidated basis, cannot incur debt in excess of 40% of its total capital. At December 31, 2006, the Company had
$64.6 million outstanding under this arrangement at a weighted average interest rate of 5.6%. The Company was in
compliance with all debt covenants as of December 31, 2006,

Limited amounts of the 7.45% Medium-Term Notes may be redeemed upon the death of the beneficial owner
of the notes.

The Company has also accessed capital from subordinated debt securities issued to wholly-owned subsidiary
trusts. Securities currently outstanding were offered through a series of trusts (PLC Capital Trust 11, PLC Capital
Trust IV, and PLC Capital Trust V). These trusts were formed solely to issue preferred securities (TOPrS) and use the
proceeds thereof to purchase subordinated debentures of the Company. The sole assets of the trusts are the
subordinated debt securities issued by the Company. The principal obligations of the trusts are irrevocably guaranteed
by the Company. Under the terms of the subordinated debentures, the Company has the right to extend interest
payment periods up to five consecutive years. Consequently, dividends on the preferred securities may be deferred (but
will continue to accumulate, together with additional dividends on any accumulated but unpaid dividends at the
dividend rate) by the trusts during any such extended interest payment period.

In connection with the Chase Insurance Group acquisition, on July 3, 2006, the Company issued
£200.0 million of 7.25% Capital Sccurities due 2066 (the "Capital Securities”), from which net proceeds of
approximately $193.8 million were received. Under the terms of the Capital Securities, the Company has the option to
defer interest payments, subject to certain limitations, for periods of up to five consecutive years. The Capital
Securities are redeemable at the Company’s option on or after June 30, 2011.




Liabilities Related to Variable Interest Entities

In accordance with FIN 46, the Company consclidates a special-purpose entity as well as two real estate
investment companies. The $420.4 million and $448.1 million of notes payable reported on the balance sheet as
“liabilities related to variable interest entities” at December 31, 2006 and 2005, respectively, represent notes payable
owed by these entities consolidated under FIN 46, and are not the legal obligations of the Company. These obligations
will be repaid with cash flows generated by the separate entities’ operations.

Non-Recourse Funding Obligations

Golden Gate Captive Insurance Company (“Golden Gate™), a special purpose financial captive insurance
company wholly owned by Protective Life Insurance Company (“Protective Life™), the Company’s largest operating
subsidiary, has $425 million of non-recourse funding obligations outstanding at December 31, 2006, which bear a
floating rate of interest (6.6% at December 31, 2006) and mature in 2037, These non-recourse funding obligations were
issued under a surplus notes facility established with certain purchasers through which Golden Gate may issue up to an
aggregate of $600 million of non-recourse funding obligations through June 2007. The non-recourse funding
obligations are direct financial obligations of Golden Gate and are not guaranteed by Protective Life or the Company.
The non-recourse obligations are represented by surplus notes that were issued to fund statutory reserves required by
the Valuation of Life Insurance Policies Regulation (“Regulation XXX™). Any payment of principal of, including by
redemption, or interest on the Notes may only be made with the prior approval of the Director of Insurance of the State
of South Carolina in accordance with the terms of its licensing order and in accordance with applicable law. Under the
terms of the notes, the holders of the notes cannot require repayment from the Company or any of the Company's
subsidiaries, other than Golden Gate, the direct issuer of the notes, although the Company has agreed to indemnify
Golden Gate for certain costs and obligations (which obligations do not include payment of principal and interest on the
notes). I[n addition, the Company has entered into certain support agreements with Golden Gate obligating the
Company to make capital contributions to Golden Gate or provide support related to certain of Golden Gate's expenses
and in certain circumstances, to collateralize certain of the Company's obligations to Golden Gate.

Interest Expense

The Company uses interest rate swap agreements to convert a portion of its debt from a fixed interest rate to a
floating rate. These interest rate swap agreements do not qualify as hedges of the corresponding long-term debt or
subordinated debt securities, under SFAS 133, All net interest settlements and mark-to-market adjustments for these
interest rate swap agreements are recorded as “Realized investment gains (losses) - derivative financial instruments™.
Interest expense on long-term debt and subordinated debt securities totaled $52.1 million, $44.8 million, and
$42.6 million in 2006, 20035, and 2004, respectively. Interest expense on other obligations, including liabilities related
to variable interest entities, non-recourse funding obligations, and other temporary borrowings totaled $20.6 million,
$11.6 million, and $7.1 million in 2006, 2005, and 2004, respectively.
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10. COMMITMENTS AND CONTINGENT LIABILITIES

The Company is contingently liable to obtain a $20 million letter of credit under indemnity agreements with
its directors. Such agreements provide insurance protection in excess of the directors’ and officers’ liability insurance
in force at the time up to $20 million. Should certain events occur constituting a change in control of the Company, the
Company must obtain the letter of credit upon which directors may draw for defense or settlement of any claim relating
to performance of their duties as directors. The Company has similar agreements with certain of its officers providing
up to $10 million in indemnification that are not secured by the obligation to obtain a letter of credit.

The Company leases administrative and marketing office space in approximately 24 cities including
Birmingham, with most leases being for periods of three to ten years. The aggregate annualized rent is approximately
$7.7 million. The following is a schedule by year of future minimum rental payments required under these leases:

Year Amount
2007 $7,743
2008 7.209
2009 6485
2000 5,768
2011 4,524
Thereafter 10,032

Additionally, the Company leases a building contiguous to its home office. The original lease was duc to
expire in February 2007, and in January, 2007, this lease was renegotiated and the maturity date extended to
January 2014, Lease payments are expected to approximate $4.4 million in 2007. At the end of the lease term the
Company may purchase the building for approximately $75 million.

Under insurance guaranty fund laws, in most states insurance companies doing business therein can be
assessed up to prescribed limits for policyholder losses incurred by insolvent companies. The Company does not
believe such assessments will be materially different from amounts already provided for in the financial statements.
Most of these laws do provide, however, that an assessment may be excused or deferred if it would threaten an insurer’s
own financial strength.

A number of civil jury verdicts have been returned against insurers and other providers of financial services
involving sales practices. alleged agent misconduct, failure to properly supervise representatives, relationships with
agents or persons with whom the insurer does business, and other matters. Increasingly these lawsuits have resulted in
the award of substantial judgments that are disproportionate to the actual damages, including material amounts of
punitive and non-economic compensatory damages. In some states, juries, judges, and arbitrators have substantial
discretion in awarding punitive and non-economic compensatory damages which creates the potential for unpredictable
material adverse judgments or awards in any given lawsuit or arbitration. Arbitration awards are subject to very little
appellate review. In addition, in some class action and other lawsuits, companies have made material settlement
payments. The Company, like other financial service companies, in the ordinary course of business, is involved in such
litigation and in arbitration. Although the outcome of any such litigation or arbitration cannot be predicted, the
Company believes that at the present time there are no pending or threatened lawsuits that are reasonably likely to have
a material adverse effect on the financial position, results of operations, or liquidity of the Company.
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11. SHARE-OWNERS’ EQUITY AND STOCK-BASED COMPENSATION

Activity in the Company’s issued and outstanding Common Stock is summarized as follows:

Treasury Outstanding
Issued Shares Shares Shares
Balance, December 31, 2003 73.251,960 4,260.259 68,991,701
Reissuance of treasury stock {458,188) 458,188
Balance, December 31, 2004 73,251,960 3,802,071 69,449,889
Reissuance of treasury stock {244,160) 244,160
Balance, December 31, 2005 73,251,960 3,557,911 069,694,049
Reissuance of treasury stock (270,599) 270,599
Balance, December 31, 2006 73,251,960 3287312 69,964,648

Share owners have authorized 4,000,000 shares of Preferred Stock, $1.00 par value. Other terms, including
preferences, voting, and conversion rights, may be established by the Board of Directors. None of these shares have
been issued as of Decemnber 31, 2006,

The Company sponsors a deferred compensation plan for certain of its agents. A trust was established to aid
the Company in meeting its obligations under the plan. Previously, Company Common Stock owned by the trust was
accounted for as treasury stock. In September 2004, alt Company Common Stock owned by the trust was sold.

The Company has an Employee Stock Ownership Plan (“ESOP”). The stock is used to match employee
contributions to the Company’s 401(k) and Stock Ownership Plan (*401(k) Plan™) and to provide other employee
benetits. The stock held by the ESOP that has not yet been used is the unallocated stock shown as a reduction to share-
owners’ equity. The ESOP shares are dividend-paying and are considered outstanding for earnings per share
calculations, Dividends on the shares are used to pay the ESOP’s note to Protective Life. If certain events associated
with a change in control of the Company occur, any unallocated shares held by the ESOP will become allocable to
employee 401(k) accounts. Approximately 115,000 shares of stock were allocated from the ESOP to employee 401(k)
accounts in both 2006 and 2005.

The Company may, from time to time, reissue treasury shares or buy additional shares of Common Stock in
the open market to complete its 401(k) obligations. In addition to the shares allocated to employee 401(k) accounts
from the ESOP, the Company reissued from treasury 44,814 and 54,752 shares of Common Stock to the 401(k) Plan
during 2006 and 2005, respectively, to complete its 401(k) obligations,

Since 1973, the Company has had stock-based incentive plans to motivate management to focus on the
Company’s long-range performance through the awarding of stock-based compensation, Under plans approved by
share owners in 1997 and 2003, up to 6,500,000 shares may be issued in payment of awards.

Through December 31, 2005, the Company accounted for its stock-based compensation in accordance with
Statement of Financial Accounting Standards No. 123, “Accounting for Stock-Based Compensation,” (“SFAS 123™)
which was originally issued by the FASB in 1995. As originally issued, SFAS 123 provided companies with the option
to either record expense for share-based payments under a fair value model, or to simply disclose the impact of the
expense. Effective January 1, 2006, the Company adopted Statement of Financial Accounting Standards No. 123
(Revised 2004), “Share-Based Payment” (“SFAS 123R™), using the modified prospective method, and accordingly
prior periods have not been restated. SFAS 123R requires companies to measure the cost of share-based payments to
employees using a fair value model and to recognize that cost over the relevant service period. Since the Company
elected to recognize the cost of its share-based compensation plans in its financial statements when it originally adopted
SFAS 123 the adoption of SFAS 123R in the first quarter of 2006 did not have a material impact on the Company’s
financial position, results of operations, or earnings per share.

In addition, SFAS 123R requires that an estimate of future award forfeitures be made at the grant date, while
SFAS 123 permitted recognition of forfeitures on an as incurred basis. Prior to the adoption of SFAS 123R, the
Company accounted for forfeitures as they occurred. This change in method related to forfeitures also did not have a
material impact on the Company’s financial position or results of operations.
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Prior to adopting SFAS 123R, the Company presented all 1ax benefits of deductions resulting from payouts of
stock based compensation as operating cash flows. SFAS 123R requires the cash flows resulting from excess tax
benefits (tax deductions realized in excess of the compensation costs recognized for the exercise of the awards) from the
date of adoption of SFAS 123R to be classified as a part of cash flows from financing activities. As a result of adopting
SFAS 123R as of January 1. 2006, $3.4 million of excess tax benefits for 2006 have been classified as
financing cash flows.

The criteria for payment of performance awards is based primarily upon a comparison of the Company’s
average return on average cquity {for 2005 and 2006 awards) or average return on average equity and total rate of return
over a four-year period for previous awards (earlier upon the death, disability, or retirement of the executive, or in
certain circumstances, upon a change in control of the Company) to that of a comparison group of publicly held life and
multi-line insurance companies. If the Company’s results are below the median of the comparison group (40"
percentile for 2005 and 2006 awards), no portion of the award is eamed. 1f the Company’s results are at or above the
90" percentile, the award maximum is earned. Awards are paid in shares of Company Common Stock.

Performance shares awarded in 2006, 2005. 2004, 2003. and 2002 and the estimated fair value of the awards at
grant date are as follows:

Year Performance Estimated
Awarded Shares Fair Value
2006 136,030 56,500
2005 120,540 4,600
2004 125.670 4,600
2003 148,730 3,900
2002 192,360 5.700

Performance shares are equivalent in value to one share of Company Common Stock times the award carned
percentage payout. In the past. the Company has also issued performance-based stock appreciation rights (“P- SARs.™)
P-SARs convert to the equivalent of one stock appreciation right (*“SAR™) if camed times the award percentage payout.
The P-SARs. once converted to SARs, expire 10 years after the grant date. At December 31, 2006, the total
outstanding performance shares related o these performance-based plans measured at maximum payouts were
716,910 shares.

Between 1996 and 2006 SARs were granted (in addition to the P-SARs discussed above) to certain officers of
the Company to provide long-term incentive compensation based solely on the performance of the Company’s
Common Stock. The SARs are exercisable either in four equal annual installments beginning one year after the date of
grant or after five years depending on the terms of the grant (carlier upon the death, disability, or retirement of the
officer. or in certain circumstances, of a change in control of the Company) and expire after ten years or upon
termination of employment. The SARs activity as well as weighted average base price for 2004, 2005, and 2006 is as
tfollows:

Weighted Average

Base Price No. of SARs
Balance a1 December 31, 2003 S23.491 1,617,161
P-SARs converted 22.31 401,818
SARs exercised 18.68 {451,036}
Balance at December 31, 2004 25.00 1,567,943
SARs granted 41.05 119,400
SARs excreised 21.19 (220,133)
Ralance at December 31, 2005 26.8Y 1.467.210
SARs granted 47.36 81,970
SARs exercised/forfeited 23.99 (393.234)

Balance at Pecember 31, 2006 2933 1.155.946




The outstanding SARs at December 31, 2006, were at the following base prices:

SARs Remaining Life Currently

Base Price Outstanding in Years Exercisable
$22.31 498,276 4 498,276
3129 2,500 5 2,500
32.00 405,000 6 0
2649 65.000 7 0
41.05 111,700 9 18,350
48.60 38.400 10 9,600
45.70 35,070 10 0

The SARs issued in 2005 and 2006 had estimated fair values at grant date of $1.7 million and $1.0 million,
respectively. Theses fair values were estimated using a Black-Scholes option pricing model. The assumptions used in
this pricing model varied depending on the vesting period of awards. Assumptions used in the model for the 2005
SARs were as follows: expected volatility ranged from 24.1% to 31.9%, a risk-free interest rate ranging from 4.1% to
4.3%. a dividend rate of 2.0%, and the expected exercise date ranged from 2010 to 2014. Assumptions used in the
model for the 2006 SARs were as follows: expected volatility ranged from 15.5% to 32.5%, the risk-free interest rate
ranged from 4.6% to 5.0%, a dividend rate of 1.7%, a zero forfeiture rate, and the expected exercise date ranged from
2011 to 2014. The Company will pay an amount in stock equal to the difference between the specified base price of the
Company’s Common Stock and the market value at the exercise date for each SAR.

Additionally during 2006, the Company issued 6,500 restricted stock units at a fair value of $45.70 per unit.
These awards, with a total fair value of $0.3 million, vest over a three year period.

The Company recognizes all stock based compensation expense over the related service period of the award,
or earlier for retirement eligible employees. The expense recorded by the Company for its stock-based compensation
plans was $0.5 million, $6.1 million, and $4.8 million in 2006, 2005, and 2004, respectively. The Company’s
obligations of its stock-based compensation plans that are expected to be settled in shares of the Company’s Common
Stock are reported as a component of share-owners’ equity, net of deferred taxes.

At December 31, 2006, approximately $1.1 billion of consolidated share-owners’ equity, excluding net
unrealized gains on investments, represented net assets of the Company’s insurance subsidiaries that cannot be
transferred to Protective Life Corporation. In addition, the Company’s insurance subsidiaries are subject to various
state statutory and regulatory restrictions on the insurance subsidiaries’ ability to pay dividends to Protective Life
Corporation. In general, dividends up to specified levels are considered ordinary and may be paid thirty days after
written notice to the insurance commissioner of the state of domicile unless such commissioner objects to the dividend
prior to the expiration of such period. Dividends in larger amounts are considered extraordinary and are subject to
affirmative prior approval by such commissioner. The maximum amount that would qualify as ordinary dividends to
the Company by its insurance subsidiaries in 2007 is estimated to be $446.7 million.




12. EMPLOYEE BENEFIT PLANS
Defined Benefit Pension Plan and Unfunded Excess Benefits Plan

The Company sponsors a defined benetit pension plan covering substantially all of its employees. Benefits are
based on years of service and the employee’s highest thirty-six consecutive months of compensation. The Company’s
funding policy is to contribute amounts to the plan sufficient to meet the minimum funding requirements of ERISA plus
such additional amounts as the Company may determine to be appropriate from time to time. Contributions are
intended to provide not only for benefits attributed to service to date but also for those expected to be eamed in the
future. As a result of this plan’s funded status at December 31, 2006, the Company expects that no funding will be
required in 2007. The Company has not yet determined what amount, if any, it will fund in 2007.

The Company also sponsors an unfunded excess benefits plan, which is a nonqualified plan that provides
defined pension benefits in excess of limits imposed on qualified plans by federal tax law. The Company estimates that
it will contribute $1.2 million to this plan in 2007.

As discussed in Note 2, in September 2006, the FASB issued SFAS 158, which requires that the funded status
of defined benefit postretirement plans be fully recognized on the statement of financial position, and requires the
recognition of changes in the funded status of such plans in the year in which the changes occur through comprehensive
income. SFAS 158 was adopted prospectively by the Company as of December 31, 2006, and as a result, prior periods
were not restated. The adoption of this standard resulted in a net fund asset of $5.8 million related to the Company’s

defined benefit pension plan and a net fund liability of $25.2 million related to its unfunded excess benefits plan as ol

December 31, 2006. The incremental effect of applying SFAS 158 effective December 31, 2006, on the individual line
items in the Company’s Consolidated Balance Sheet are as follows:

Before Application After Application
of SFAS 158 Adjustments of SFAS 158
Other assets $ 195344 $(29.688) § 165,656
Total assets 39,824,982 {29.688) 39,795,294
Other liabiditics 1,321,449 1.926 1,323,375
Deferred income taxes 385,551 {11,063 374,486
Total liabilitics 37491,358 (9,139) 37482219
Accumulated other comprehensive income:
Minimum pensien liability adjustment, net of income tax (2,471 (20,549) (23.020)
Total accumulated other compreheasive income, net of income tax 32,980 {20,349 12,431
Total sharg-owners® equity 2.333.624 (20,549) 2.313.075
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The Company uses a December 31 measurement date for all its plans. The following table presents the benefit
obligation. fair value of plan asscts, and the funded status of the Company’s defined benefit pension plan and unfunded
excess benefits plan at December 31. This table also includes the amounts not yet recognized as components of net
periodic pension costs as of December 31.

Defined Benefit Unfunded Excess
Pension Plan Benefits Plan
2006 2005 2006 2005
Change in projected henefit obligation:
Benefit obligation at beginning of year $111.295 S 97.399 $ 23810 S 21.566
Service cost 7774 5.950 i 630
Interest cost 6,731 5922 1,424 1.275
Actuarial (gain) or loss (4.059) 4.041 489 1.616
Benefits paid (2.327) (2.H7) (1.274) {1.277)
Benefit obligation at end of year 5119.414 SI111.295 § 25,220 $ 23.810
Change in plan assets:
Fair value of plan assets a1 beginning of year $113.721 S 99.890 S 0 S 0
Actual return on plan assets 13,784 5.993 o 0
Employer contributions 0 9.855 1.274 1.277
Benefits paid (232N {2.017) (1.274) (1.277)
Fair value of plan assets a1 end of vear $125.178 $113.72] 5 0 S 0
Reconciliation of Funded Status - Before SFAS 158:
Funded status $ 5764 $ 2426 ${25,220) $(23.810)
Unrecognized net actuarial loss 28.640 39.828 6.424 6,479
Unrecognized prior service cost 1.048 1,244 0 0
Prepaid (acerued) benelit cost § 35452 $ 43,498 S (18.796) S{17.331)
Amounts Recognized in the Batunce Sheet:
Prepaid (accrued) benelit cost % 35452 S 43,498 $(22.771) $(20,783)
Accumulated other comprehensive income 0 0 3.975 3.452
Net amount recognized § 35452 $ 43,498 ${18.796) 3(17.331)
Increase in minimum lishility included in other
comprehensive income $ 0 $ 0 § 522 $§ 1772
Accumulated benefit obligation 101,097 $ 93,360 $ 22,771 § 20,783
Fair value of assets $125.178 513,721 $ 0 5 0
Unfunded accumulated benefit obligation S 0 s 0 $(22,771) $(20,783)
After Reflecting SFAS 158:
Funded status S 5.764 $2.426 $(25,220) S23.810)
Amounts Recognized in the Balance Sheet:
Other assets 5 5.764 N/A $ 0 N/A
Other liabilitics ) 0 N/A § {25,220) N/A
Amounts Recognized in Accumulated Other
Comprchensive Income:
Net sctuartal loss $28.640 N/A $ 6424 N/A
Prior service cost 1048 N/A 0 N/A
Net transition asset 529,688 N/A $ 6,424 N/A

Weighted-average assumptions used to determine benefit obligations as of December 31 were as follows:

Defined Benefit Pension Plan Unfunded Excess Benefits Plan
2006 2005 2006 2005
Discount rate 5.90% 5.63% 5.90% 5.63%

Rate of compensation increase 3.5 375 4.75 4.75




The assumed discount rates used to determine the benefit obligations were based on an analysis of future
benefits expeeted to be paid under the plans. The assumed discount rate reflects the interest rate at which an amount
that is invested in a portfolio of high-quality debt instruments on the measurement date would provide the future cash
tflows necessary to pay benefits when they come due.

Weighted-average assumptions used to determine the net periodic benefit cost for the years cnded
December 31 are as follows:

Defined Benefit Pension Plan Unfunded Excess Benefits Plan
2006 2005 2004 2006 2005 2004

Discount rate 5.63% 5.75% 6.25% 5.63% 3.75% 6.25%
Rates of compensation increase 375 3.75 4,00 4.75 4.75 5.00
Expected long-term return on plan assets 8.25 8.23 8.50 N/A N/A N/A

Components of the net periodic benefit cost for the years ended December 3t are as follows:

Defined Benefit Pension Plan Unfunded Excess Benefits Plan
2006 2005 2004 2006 2005 2004

Service cost — Benefits earned during the period £7.774 S 5950 S 5,408 5 77 S 629 $ 542
Interest cost on projected benefit obligation 6,731 5.922 5.506 1,424 1,276 1302
Expected return on plan assets (9,647} (8.371) (6.864) 0 0 0
Amortization of prior service cost 196 214 214 0 14 6
Amortization of actuarial losses 2,992 2,647 1,920 544 372 309
Net periodic benelfit cost 5 8.046 56,362 $6.184 32.739 $2.291 32,109

The estimated net actuarial loss, prior service cost, and transition obligation for these plans that will be
amortized from accumulated other comprehensive income into net periodic benefit cost during 2007 are as follows:

Deflined Benefit Unfunded Excess
Pension Plan Benefits Plan
Net actuarial loss $2.100 $401
Prior service cost 136 0
Transitien Obligation 0 0

Plan assets of the defined benefit pension plan by category as of December 31 werc as follows:

Target
Allocation
Asset Category for 2007 2006 2005
Cash and cash equivalents 2.0% 2.8% 1.3%
Equity securities 60.0 68.2 67.6
Fixed income 38.0 29.0 31,1
Total 100.0% 100.0% 100.0%

Prior to July 1999, upon an employee’s retirement, a distribution from pension plan assets was used to
purchase a single premium annuity from Protective Life in the retiree’s name. Therefore, amounts shown above as plan
assets exclude assets relating to such retirees. Since July 1999, retiree obligations have becu fulfilled from pension plan
assets. The defined benefit pension plan has a target asset allocation of 60% domestic equities, 38% fixed income. and
2% cash and cash equivalents. When calculating asset allocation, the Company includes reserves for pre-July 1999
retirees, Based on historical data of the domestic equity markets and the Company’s group annuity investments, the
plan’s target asset allocation would be expected to earn annualized returns in excess of 9% per year. In arriving at the

plan’s 8.25% expected rate of return, the Company has adjusted this historical data to reflect lower expectations for
equity returns.
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The Company’s investment policy includes various guidelines and procedures designed to ensure assets are
invested in a manner necessary to meet expected future benefits earned by participants. The investment guidelines
consider a broad range of economic conditions. Central to the policy are target allocation ranges (shown above) by
major asset categories, The objectives of the target allocations are to maintain investment portfolios that diversify risk
through prudent asset allocation parameters, achieve asset returns that meet or exceed the plans’ actuarial assumptions,
and achieve asset returns that are competitive with like institutions employing similar investment strategies.

The plan’s equity assets are invested in a domestic equity index collective trust managed by Northern Trust
Corporation. The plan’s cash equivalents are invested in a collective trust managed by Northern Trust Corporation.

The plan’s fixed income assets are invested in a group annuity contract with Protective Life.

Estimated future benefit payments under the defined benefit pension plan are as follows:

Defined Benefit Unfunded Excess
Year Pension Plan Benefits Plan
2007 $2.323 $1,232
2008 2,759 1,200
2009 3,124 1.329
2010 3,687 1,400
20114 4,296 1,439
2012-2016 33,563 R.614

Other Postretirement Benefits

[n addition to pension benefits, the Company provides limited healthcare benefits to eligible retired employees
until age 65. This postretirement benefit is provided by an unfunded plan. This benefit has no material effect on the
Company’s consolidated financial statements. For a closed group of retirces over age 65, Prolective provides a
prescription drug benefit. At December 31, 2006 and 2005, the Company’s liability related to this benefit was
$0.1 million and $0.2 million, respectively. The Company’s obligation is not materially affected by a 1% change in the
healthcare cost trend assumptions used in the calculation of the obligation.

Life insurance benefits for retirees from $9.000 up to a maximum of $75,000 arc provided through the
payment of premiums under a group life insurance policy. This plan is partially funded at a maximum of $50.000 face
amount of insurance.

401(k) Retirement Plan

The Company sponsors a defined contribution retirement plan (the “401(k) Plan™) which covers substantially
all employees. Employee contributions are made on a before-tax basis as provided by Section 401(k) of the Internal
Revenue Code. Employees may contribute up to 25% of their annual compensation to the 401(k) Plan, limited to a
maximum annual amount as set periodically by the Internal Revenue Service (515,000 for 2006). The Company
matches employee contributions dollar for dollar up to a maximum of 4% of an employee’s pay per vear per petson.
All matching contributions vest immediately. 1f the Company's financial performance achieves certain goals set by the
Board of Directors, certain employees who are not otherwise under a bonus or sales incentive plan may receive an extra
profit sharing contribution in stock of up to 3% of base pay. Eligible employees may receive this contribution even if
they are not contributing their own money to the 401 (k) Plan.

The Company has established an Employee Stock Ownership Plan ("ESOP™) to match voluntary employee
contributions to the Company’s 401(k) Plan. Expense related to the ESOP consists of the cost of the shares allocated 10
participating employees plus the interest expense on the ESOP’s note payable to the Company less dividends on shares
held by the ESOP. All shares held by the ESOP are treated as outstanding for purposes of computing earnings per
share. At December 31, 2006, the Company had committed approximately 105,000 shares (approximately
100,000 shares to be released from the ESOP and 5.000 shares to be reissued from treasury) to fund the 401(k) Plan
match.  The expense recorded by the Company for these employee benefits was $1.1 million, $1.9 miilion, and
$2.0 million in 2006, 20035, and 2004, respectively.
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Effective as of January 1, 2005, the Company adopted a supplemental matching contribution program, which
is a nonqualified plan that provides supplemental matching contributions in excess of the limits imposed on qualified
defined contribution plans by federal tax law. The first allocations under this program were made in early 2006, with
respect to the 2005 plan year. The expense recorded by the Company for this employee benefit was $0.4 million and
$0.3 million, respectively, in 2006 and 2005,

Deferred Compensation Plan

The Company has established deferred compensation plans for directors, officers, and others. Compensation
deferred is credited to the participants in cash, mutual funds, Common Stock equivalents, or a combination thereof.
The Company may, from time to time, reissue treasury shares or buy in the open market shares of Common Stock to
fulfill its obligation under the plans. At December 31, 2006, the plans had 1,047,699 shares of Common Stock
equivalents credited to participants. The Company’s obligations related to its deferred compensation plans are reported
in other liabilities, unless they are to be settled in shares of the Company’s Common Stock, in which case they are
reported as a component of share-owners’ equity.

13. EARNINGS PER SHARE

Basic earnings per share is computed by dividing net income by the weighted-average number of cormmon
shares outstanding during the period, including shares issuable under various deferred compensation plans, Diluted
earnings per share is computed by dividing net income by the weighted-average number of common shares and dilutive
potential common shares outstanding during the period, including shares issuable under various stock-based
compensation plans and stock purchase contracts.

A reconciliation of the numerators and denominators of the basic and diluted earnings per share is presented

below:
2006 2005 2004
Calculation of basic earnings per share:

Income before cumulative effect of change in accounting $281,561 $246.567 $250.381
Cumulative effect of change in accounting principle 1] 1] {15,801)
Net income 5281,561 $246,567 $234.580
Average shares issued and outstanding 69,804,546 69,632,489 69,358,041
Stock held in trusi 0] ] {60,478)
Issuable under various deferred compensation plans 990,907 929,697 1,001,307
Weighted shares outstanding - Basic 70.795.453 70,562,186 70.299.470)
Per share:

Income before cumulative effect of change in accounting $3.98 $3.49 $3.506

Cumulative effect of change in accounting principle 0.00 0.00 ((0.22)

Basic carnings per share $3.98 $3.49 $3.34

Calculation of diluted earmnings per share:

Income before cumulative effect of change in accounting $281,361 $246,567 $250.381
Cumulative effect of change in accounting principle 5] 0 (15.801)
Net income $281,561 $246,567 $234,580
Weighted shares cutstanding - Basic 70,795,453 70,562,185 70,299,470
Stock held in trust : 0 1] 60,478
Stock appreciation rights (“SARs™)™ %4912 304,779 313,984
[ssuable under various other stock-based compensation plans 310,148 483,577 390,607
Weighted shares outstanding - Diluted 71,390,513 71,350,541 71.064,53¢
Per share:

Income before cumulative effect of change in accounting $3.94 $3.46 §3.52

Cumulative cffect of change in accounting principle 0.00 0.00 {0.22)

Diluted carnings per share $3.94 $3.46 $ 3.30

{a)  Excludes 168.945, 119,400, and & SARs as of December 3], 2006, 2005, and 2004, respectively, that are antidilutive. In the event the average market price
exceeds the issue price of the SARs, such rights would be dilutive to the Cempany™s earnings per share and will be included in the Company s esleulation of the
diluted average shares outstanding.




14. INCOME TAXES

The Company’s effective income tax rate related to continuing operations varied from the maximum federal
income tax rate as follows:

2006 2005 2004
Statutory federal income tax .
rate applied to pre-tax income 35.0% 350% 350%
State income taxes 0.9 1.1 0.7
Investment income not subject to lax (1.7 (1.8) {1.5)
Other 0.6 0.3 0.8
34.8% 34.6 % 350 %

The provision for federal income tax in these financial statements differs from the amounts of income tax
expense per the income tax returns for the same years due to certain revenue and expense itemns that are reported in
these statements in years that are different from the years in which they are reported in the returns.

The components of the Company’s income tax expense related to income before the cumulative effect of a
change in accounting principle for the years ended December 31 are as follows:

2006 2005 2004

Income tax expense per the income tax returns:

Federal $ 24,731 $ 19,040 $122,309

State 1,036 2,960 3,854

Total current $ 25,767 $ 22,000 $126,163
Deferred income tax expense:

Federal $119,792 $106,198 $ 8,657

State 4,788 2,248 0

Total deferred $124,580 $108,446 3 8,657

During the year ended December 31, 2004 the Company adopted SOP 03-1 and recognized a deferred tax
benefit of approximately $8,508. This amount was included in the Company’s cumulative effect of a change in
accounting principle of $(15,801). This benefit, when combined with the $3,657 of deferred income tax expense above,
resulted in a total deferred income tax expense in 2004 of $149.

The components of the Company’s net deferred income tax liability as of December 31 were as follows:

2005 2005
Deferred income tax assets:
Premium receivables and policy liabilities $550,021 $387,636
Other 0 10,933
550,021 398,569
Deferred income tax liabilities:
Deferred policy acquisition costs 888,526 683,368
Unrealized gains on investments 1,538 32,518
Other 34,443 0
924,507 715,886
Net deferred income tax liability $374,486 $317,317

Under pre-1984 U.S. tax law, a significant amount of the Company’s taxable income was not currently taxed.
[nstead, it was accumulated in a memorandum, or policyhelders' surplus, account. Such income was subject to taxation
only when it was either distributed or accumulated in excess of certain prescribed limits. The $70.5 million balance in
the Company’s pelicyholders’ surplus account as of December 31, 2003 has been carried forward without change since
that date. Legislation was enacted in 2004 which permitted a life insurance company to reduce, during 2005 and 2006,
its policyholders’ surplus account balances without such reductions being subject to taxation. During 2006, the
Company followed this legislation and reduced its policyholders’ surplus account balances to zero.
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15. SUPPLEMENTAL CASH FLOW INFORMATION

The following table sets forth supplemental cash flow information for the years ended December 31:

2006 2005 2004

Cash paid during the year:

Interest on debt S 68,777 $ 57.191 $ 49,107

Income taxes 75,762 116,897 117,240
Noncash investing and financing activities:

Reissuance ol treasury stock to ESOP 2,168 2,309 888

Change in unailocated stock in ESOP 379 379 378

Stock-based compensation 3.7 12,106 9,331

Increase (decrease) in collateral for securities lending transactions 105310 (195,175} 214824

16. RELATED PARTY TRANSACTIONS

Certain corporations with which the Company’s directors were affiliated paid the Company premiums and
policy fees or other amounts for various types of insurance and investment products. Such premiums, policy fees, and
other amounts totaled $10.2 million, $9.0 million, and $10.5 million in 2006, 2005, and 2004, respectively. The
Company paid commissions, interest on debt and investment products, and fees to these same corporations totaling
$2.8 million, $2.2 million, and $2.6 million in 2006, 2005, and 2004, respectively.

17. STATUTORY REPORTING PRACTICES AND OTHER REGULATORY MATTERS

financial statements prepared in conformity with U.S, GAAP differ in some respects from the statutory
accounting practices prescribed or permitted by nsurance regulatory authorities. The most significant differences are
as follows: (a) acquisition costs of obtaining new business are deferred and amortized over the approximate life of the
policies rather than charged to operations as incurred; (b} benefit liabilities are computed using a net level method and
are based on realistic estimates of expecled mortality, interest, and withdrawals as adjusted to provide for possible
unfavorable deviation from such assumptions; (c} deferred income taxes are not subject to statutory limitations as to
amounts recognized and are recognized through earnings as opposed to being charged to share-owners’ equity; (d) the
Asset Valuation Reserve and Interest Maintenance Reserve are restored to share-owners’ equity; (e) furniture and
equipment, agents’ debit balances, and prepaid expenses are reported as assets rather than being charged directly 1o
surplus (referred to as nonadmitted assets); (f) certain items of interest income, such as mortgage and bond discounts,
are amortized differently; and (g) bonds are recorded at their market values instead of amortized cost.

Statutory net income of Protective Life amounted to $451.5 million, $41.6 million, and $235.8 million for the
years ended December 31, 2006, 2005, and 2004, respectively. Statutory capital and surplus of Protective Life
amounted to $1,388.4 million and $1,379.6 million at December 31, 2006 and 2005, respectively.

As of December 31, 2006, the Company’s insurance subsidiaries had on deposit with regulatory authorities,
fixed maturity and short-term investments with a market value of approximately $62.3 million.




18. ESTIMATED FAIR VALUES OF FINANCIAL INSTRUMENTS

The carrying amounts and estimated fair values of the Company’s financial instruments at December 31 are as
follows:

2006 2005
Carrying Carrying
Amounts Fair Values Amounts Fair Value
Assets (see Notes | and 4):
Investments:
Fixed maturitics $21.367,263 $21,367,263 §15.472,386 $15.472.386
Equity securitics 128,695 128,695 121.012 121,012
Mouortgage loans on real estate 3,880,028 3,981,898 3,287,745 3,422 808
Shor-term invesiments 1.381,073 £.381,073 776,139 776,139
Cash 69,516 69,516 83.670 83,670
Liabilities (see Notes | and 4):
Stable value product account balances 5,513,464 5511,717 6,057,721 6,004,310
Annuity account balances 8,958,089 8,717,755 3,388,005 3,327,309
Debt;
Bank borrowings 64,600 64,600 68,000 68,000
Senior and Medium-Term Notes 409.852 390,266 409,852 392,568
Subordinated debt securities 524,743 533.859 324,743 323,638
Other (see Note 2)
Derivative tinancial instruments 52,336 52,336 63316 63,316

Except as noted below, fair values were estimated using quoted market prices.

The Company estimates the fair value of its mortgage loans using discounted cash flows from the next call
date. The Company believes the fair value of its short-term investments and notes payable to banks approximates book
value due to being either short-term or having a variable rate of interest. The Company also believes the fair value of
its non-recourse funding obligations approximate book value.

The Company estimates the fair value of its stable value products and annuities using discounted cash flows
and surrender values, respectively.

The Company believes it is not practicable to determine the fair value of its policy loans since there is no
stated maturity. and policy loans are often repaid by reductions to policy benefits,

The Company estimates the fair value of its derivative financial instruments using market quotes or derivative
pricing models. The fair values represent the net amount of cash the Company would have received (or paid) had the
contracts been terminated on December 31.




19, OPERATING SEGMENTS

The Company operates several business segments each having a strategic focus. An operating segment is
generally distinguished by products and/or channels of distribution. A brief description of each segment follows,

e The Life Marketing segment markets level premium term insurance (“traditional”), universal life (“UL™),
variable universal life and bank owned life insurance (“BOLI”™) products on a national basis primarily
through networks of independent insurance agents and brokers, stockbrokers, direct marketing channels,
and independent marketing organizations.

e The Acquisitions segment focuses on acquiring, converting, and servicing policies acquired from other
companies. The segment’s primary focus is on life insurance policies and annuity products that were sold
to individuals.

» The Annuities segment manufactures, sells, and supports fixed and variable annuity products. These
products are primarily sold through stockbrokers, but are also sold through financial institutions and
independent agents and brokers.

e The Stable Value Products segment sells guaranteed funding agreements (“GFAs™) to special purpose
entities that in turn issue notes or certificates in smaller, transferable denominations. The segment also
markets fixed and floating rate funding agreements directly to the trustees of municipal bond proceeds,
institutional investors, bank trust departments, and money market funds. Additionally, the segment
markets guaranteed investment contracts (“GICs™) to 401(k) and other qualified retirement savings plans.

e The Asset Protection segment primarily markets extended service contracts and credit life and disability
insurance to protect consumers’ investments in automobiles, watercraft, and recreational vehicles (“RV™).
In addition, the segment markets an inventory protection product (“IPP”) and a guaranteed asset
protection (“GAP") product. .

The Company has an additional segment referred to as Corporate and Other. The Corporate and Other
segment primarily consists of net investment income and expenses not attributable to the segments above (including net
investment income on unallocated capital and interest on debt). This segment also includes earnings from several non-
strategic lines of business (mostly cancer insurance, residual value insurance, surety insurance, and group annuities),
various investment-related transactions, and the operations of several small subsidiaries. The surety and residual vatue
insurance lines were moved from the Asset Protection segment to Corporate and Other in 2004, and prior period
segment data has been restated to reflect the change.

The Company uses the same accounting policies and procedures to measure segment operating income and
assets as it uses to measure its consolidated net income and assets. Segment operating income is generally income
before income tax excluding net realized investment gains and losses (net of the related amortization of DAC/VOBA
and participating income from real estate ventures), and the cumulative effect of change in accounting principle.
Periodic settlements of denivatives assoctated with corporate debt and certain investments and annuity products are
included in realized gains and losses but are considered part of operating income because the derivatives are used to
mitigate risk in items affecting consolidated and segment operating income. Segment operating income represents the
basis on which the performance of the Company’s business is internally assessed by management. Premiums and
policy fees, other income, benefits and settlement expenses, and amortization of DAC/VOBA are attributed directly to
each operating segment. Net investment income is allocated based on directly related assets required for transacting the
business of that segment. Realized investment gains (losses) and other operating expenses are ailocated to the segments
in a manner that most appropriately reflects the operations of that segment. Investments and other assets are allocated
based on statutory policy liabilities, while DAC/VOBA and goodwill are shown in the segments to which they are
attributable.

There are no significant intersegment transactions.
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The following tables summarize financial information for the Company’s segments. Asset adjustments

represent the inclusion of assets related to discontinued operations.

Revenues
Life Marketing
Acquisitions
Annuities
Stable Value Products
Asset Protection
Corporate and Other

Total revenues

Segment Operating Income
Life Marketing
Acquisitions
Annuities
Stable Value Products
Assct Proteetion
Corporale and Other
Total segment operating income
Realized investment gains {losses) — investments'"”
Realized investment gains (losses) - derivatives™
Income tax expense
Net income before cumulative effect of change in accounting principle
Cumulative effect of change in accounting principle
Net incone

(1) Realized investment gains (losses) — investments
Less participating income from real estate ventures
Less related amortization of DAC

(2) Recalized investment gains (losses) — derivatives
Less settlements on certain interest rate swaps
Less derivative losses related 10 certain annuities

Net investment income
Life Marketing
Acquisitions
Annuitics
Stable Value Products
Asset Protection
Corporate and Other
Total net investment income

Amortization of deferred policy acquisition costs and value of businesses acquired

Lite Marketing
Acquisitions
Annuitics
Stable Value Products
Asset Protection
Corporate and Other
Total arortization of deferred policy acquisition costs
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2006 2005 2004
$ 867,663 § 661,629 $ 541,570
706,650 411,610 439,103
269,620 288,911 258,106
326,814 294,650 281,409
296,327 258,098 275,353
212,059 194,306 193,034
$2.679,133 $2.109,204 $1 088,575
$ 174,189 $ 163,661 $ 165,897
104,534 80,611 87,300
24,645 31,933 16.467
47073 54,79% 53,159
9,811 24,901 19,079
11,776 47,229 21,560
372,028 403,133 363,462
81,386 15,803 21,370
(21,506) (41,923) 369
{150,347) {130,446) {134,820
281,561 246,567 250,381
0 0 (15.801)
$ 281,561 $ 246,367 $ 234,580
$ 104,084 $ 49,393 § 28305
13,494 8,684 0
9,204 24,906 6,935
$ 81,836 S 153803 $ 213710
§ {21.516) $ {30,881 $ 19,591
2,737 11,393 19,222
(2.747) 351 0
$ (21,506) $ {41923 B 369
$ 308,497 $ 261,859 § 238,193
413,636 223,201 232,499
225,160 218,700 210,888
325,653 310,715 268,184
33,345 32,389 30,939
113.487 133,638 103,514
$1,419,778 $1,180,502 $1,084,217
$ 60227 $ 35,688 $ 58,970
58.814 27,072 28,652
27,872 37,512 32,271
4438 4,694 3,480
71,065 69,474 72,273
3,388 4,063 4,484
S 225,804 $ 198,503 $ 200,130




[nvestments and other assets
Deferred policy acquisition costs and
value of businesses acquired
Goodwill
Total assets

Investments and other assets
Deferred policy acquisition costs and
value of businesses acquired
Goodwill
Total assets

Investments and other assets
Deferred policy acquisition costs and
value of businesses acquired
Goodwill
Total assets

Investments and other assets
Deferred policy acquisition costs and
valug of businesses acquired
Goodwill
Total assets

Operating Segment Assets

December 31, 2006
Life Stable Value
Marketing Acquisitions Annuities Products
$8,041.854 $10,650,928 $8,142,681 $5.369,107
1,846,219 925,218 261,826 16,603
10,354 32,007
$9,898.427 511,608,153 $8,404,507 $5,385,710
Asset Corporate Total
Protection and Other Adjustments Consolidated
§ 992,932 $3,261,874 $36,704 836,496,080
125,745 23,124 3,198,735
58,035 83 100,479
$1,176,712 $3.285,081 $36,704 $39.795.,294
Operating Segment Assets
December 31, 2005
Life Stable Value
Marketing Acquisitions Annuities Products
$7.219,157 $3,914,853 36,065,367 $5,959,112
1,584,325 330,278 128,930 19,102
10.354
$8,813,836 $4.245,131 $6,194,297 $5,978,214
Asset Corporate Total
Protection and Other Adjustments Consolidated
$812,774 $2,732.774 541,545 $26,745,582
101,972 7,381 2,171,988
38,986 83 49,423
$953,732 $2,740,238 $41,545 $28,966,993
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20. CONSOLIDATED QUARTERLY RESULTS - UNAUDITED

The Company’s unaudited consolidated quarterly operating data for the years ended December 31, 2006 and
2005 are presented below. In the opinion of management, all adjustments (consisting only of normal recurring items)
necessary for a fair statement of quarterly results have been reflected in the following data. It is also management’s
opinion, however, that quarterly operating data for insurance enterprises are not necessarily indicative of results that
may be expected in succeeding quarters or years. In order to obtain a more accurate indication of performance, there
should be a review of operating results, changes in share-owners’ equity, and cash flows for a period of several

quarters.
First Second Third Fourth

Quarter Quarter Quarter Quarter
2006
Premiums and policy fees $ 507,694 $ 506,211 $ 637,457 $ 665,975
Reinsurance ceded (280,670) (307,769) (371,68R) (411,088)
Net of reinsurance ceded 227,024 198,442 265,769 254,887
Net investment income 299,065 300,734 410,746 409,233
Realized investment gains (losses) 18,490 9,864 23,343 30,871
Other income 48,536 53.599 62,355 66,175
Total revenues 593,115 562,639 762,213 761,166
Benefits and expenses 482,458 459,953 674,315 630,499
Income before income tax 110,657 102,686 87,898 130,667
Incame tax expense 38,520 35,745 30,597 45,485
Net income § 72,137 5 66,941 $ 57301 $ 85,182
Net income per share — basic $1.02 $0.94 $0.81 $1.2
Average shares outstanding — basic 70,752,202 70,805,802 70,789,982 70,811,686
Net income per share ~ diluted §1.m $0.94 $0.80 $1.19
Avcrage shares outstanding — diluted 71,559,255 71,381,677 71,355,221 71,269,472
2005
Premiums and policy lees $468,514 $ 484,643 $ 486,660 $ 515,963
Reinsurance ceded (282,152) (312,51 {282,919 (349,275)
Net of reinsurance ceded 186,362 172,132 203,741 166,688
Net investment income 287953 282374 306,885 303,290
Realized investment gains (losses) 21,510 {13,541) 11,274 (731)
Other income 44,284 45,505 47,377 44,101
Total revenues 540,109 486,470 569,277 513,348
Benefits and expenses 448239 413,028 462,410 408,514
Income before income tax 91,870 73,442 106,867 104,834
Income tax expense 31,787 25411 36,976 36,272
Net income $ 60,083 $ 48,031 $ 69,861 3 68,562
Net income per share - basic $0.85 $0.68 $0.99 $0.97
Average shares outstanding — basic 70,474,337 70,517,476 70,582,016 70,672,518
Net income per share — diluted §0.84 $0.68 $0.98 $0.96
Average shares outstanding - diluted 71,273,760 71,279,363 71,350,044 71,496,555
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Report of Independent Registered Public Accounting Firm
To the Board of Directors and Share Owners of
Protective Life Corporation:
We have completed integrated audits of Protective Life Corporation’s consolidated financial statements and of
its internal control over financial reporting as of December 31, 2006 in accordance with the standards of the Public

Company Accounting Oversight Board (United States). Our opinions. based on our audits. are presented below.

Consolidated financial statements and financial statement schedules

In our opinion, the consolidated financial statements listed in the accompanying index present fairly, in all
material respects, the financial position of Protective Life Corporation and its subsidiaries at December 31, 2006 and
2005, and the results of their operations and their cash flows for each of the three years in the period ended
December 31, 2006 in conformity with accounting principles generally accepted in the United States of America. In
addition, in our opinion, the financial statement schedules listed in the index appearing under Hem 15(2) present fairly,
in all material respects, the information set forth therein when read in conjunction with the related consclidated
financial statements. These financial statements and financial statement schedules are the responsibility of the
Company's management. Our responsibility is to express an opinion on these financial statements and financial
statement schedules based on our audits. We conducted our audits of these statements in accordance with the standards
of the Public Company Accounting Oversight Board (United States). Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An
audit of financial statements includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. assessing the accounting principles used and significant estimates made by management, and
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

As discussed in Note 2 of the consolidated financial statements, Protective Life Corporation changed its
method of accounting for defined benefit pension and other postretirement plans on December 31, 2006. Addiuonally,
as discussed in Note 7, Protective Life Corporation changed its method of accounting for certain nontraditional long-
duration contracts and separate accounts on January 1, 2004,

Internal control over financial reporting

Also, in our opinion, management’s assessment, included in Management’s Report on Internal Control Over
Financial Reporting appearing under Item 9A, that the Company maintained effective internal control over financial
reporting as of December 31, 2006 based on criteria established in fnternal Control - Integrated Framework issued by
the Committec of Sponsoring Organizations of the Treadway Commission (“COSQO™), is fairly stated, in all material
respects, based on those criteria. Furthermore, in our opinion, the Company maintained, in all material respects,
effective internal control over financial reporting as of December 31, 2006 based on criteria established in /nrernal
Control - Integrated Framework issued by the COSO. The Company’s management is responsible for maintaining
effective internal control over financial reporting and for its assessment of the effectiveness of internal control over
financial reporting. Our responsibility is to express opinions on management’s assessment and on the effectiveness of
the Company’s internal control over financial reporting based on our audit. We conducted our audit of internal control
over financial reporting in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether
effective internal control over financial reporting was maintained in all material respects. An audit of internal control
over financial reporting includes obtaining an understanding of internal control over financial reporting. evaluating

management’s assessment, testing and evaluating the design and operating effectiveness of internal control, and
performing such other procedures as we consider necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinions.

As described in Management's Report on Internal Control over Financial Reporting, management has excluded
the Chase Insurance Group and Western General from its assessment of internal control over financial reporting as of
December 31, 2006 because they were acquired by the Company in purchase business combinations during 2006. We
have also excluded the Chase Insurance Group and Western General from our audit of internal control over financial
reporting. The Chase Insurance Group and Western General are wholly-owned subsidiaries whose total assets represent
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$10 billion (25%) and whose total revenues represent $336 million (13%) of the related consolidated financial
statement amounts as of and for the year ended December 31, 2006.

A company’s internal contro] over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (i) pertain to the maintenance of records that, in reasonable detail, accurately
and fairly reflect the transactions and dispositions of the assets of the company; (ii) provide reasonable assurance that
transactions are recorded as necessary to permit preparation of financial statements in accordance with generally
accepted accounting principles, and that receipts and expenditures of the company are being made only in accordance
with authorizations of management and directors of the company; and (iii) provide reasonable assurance regarding
prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a
material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls
may become inadequate because of changes in conditions, or that the degree of compliance with the policies or
procedures may deteriorate,

PW-«W 2247

PricewaterhouseCoopers LLP
Birmingham, Alabama

February 28, 2007
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure
None

Item 9A. Controls and Procedures

{a) Disclosure controls and procedures

Under the direction of our Chief Executive Officer and Chief Financial Officer, we evaluated our disclosure
controls and procedures and concluded that our disclosure controls and procedures were effective as of
December 31, 2006. It should be noted that any system of controls, no matter how well designed and operated, can
provide only reasonable, not absolute, assurance that the control system’s objectives will be met, Further, the design of
any control system is based in part upon certain judgments, including the costs and benefits of controls and the
likeliiood of future events. Because of these and other inherent limitations of control systems, no evaluation of
controls can provide absolute assurance that all control issues, if any, within the Company have been detected.

(b) Management’s report on Internal controls over financial reporting

Management of the Company is responsible for establishing and maintaining adequate internal control over
financial reporting as defined in Rule 13a-15(f) and 15d-15(f) under the Securities Exchange Act of 1934, as amended.
The Company’s intema! control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with accounting principles generally accepted in the United States of America. The Company’s internal
contro! over financial reporting includes those policies and procedures that:

s pertain to the maintenance of records that in reasonable detail accurately and fairly reflect the transactions
and dispositions of the assets of the company;

e provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial
statements in accordance with accounting principles generally accepted in the United States of America,
and that receipts and expenditures of the company are being made only in accordance with authorizations
of management and directors of the company; and

e provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or
disposition of the company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements.  Also. projections of any evaluation of effectiveness to future pericds are subject to the risks that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the policies or
procedures may deteriorate,

Management asscssed the effectiveness of the Company’s internal control over financial reporting as of
December 31, 2006. In making this assessment, management used the criteria set forth by the Committee of
Sponsoring Organizations of the Treadway Commission (COSO) in /nternal Control-Integrated Framework.

Based on our assessment of internal control over financial reporting, management has concluded that, as of
December 31, 2006, the Company’s internal control over financial reporting was effective to provide reasonable
assurance regarding the reliability of financial reporting and preparation of financial statements for external purposes in
accordance with generally accepted accounting principles.

Management’s evaluation of the effectiveness of its internal control over financial reporting as of
December 31, 2006, did not extend to the internal controis of the Chase Insurance Group or Western General, as they
were acquired by the Company in purchase business combinations during 2006. The Chase Insurance Group and
Western General are wholly-owned subsidiaries whose total assets represent $10 billion (25%) and whose total
revenues represent $336 million (13%) of the related consolidated financial statement amounts as of and for the year
ended December 31, 2006.
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Management’s assessment of the effectiveness of the Company’s internal control over financial reporting as of
December 31, 2006 has been audited by PricewaterhouseCoopers LLP, an independent registered public accounting
firm, as stated in their report included in Item 8.

February 28, 2007
(c) Changes in internal control over financial reporting

As a result of the recent acquisitions of the Chase Insurance Group and Western General, the Company is in
the process of making a number of significant changes in its internal controls over financial reporting which began in
the third quarter of 2006. The changes involve combining and centralizing the financial reporting process and the
attendant personnel, and system changes. The Company expects this process to continue as we continue to integrate the
new businesses into our existing corporate structure in 2007. Except as described above. no changes in our internal
control over financial reporting occurred during the quarter ended December 31, 2006 that has materially affected, or is
reasonably likely to materially affect, such internal control over financial reporting. Our internal controls exist within a
dynamic environment and the Company continually strives to improve its internal controls and procedures to enhance
the quality of its financial reporting.

Item 9B. Other Information

None
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PART II1
Item 10. Directors and Executive Officers and Corporate Governance
The information regarding Executive Officers called for by this item is included in ltem I.
Audit Committee Financial Expert

The Board has determined that the Company has at least one “audit commiitee financial expert,” as defined
under applicable SEC rules and regulations, and has determined that Ms. Wilson is an audit committee financial expert.
While Ms. Wilson possesses the attributes of an “audit committee financial expert,” as defined under applicable SEC
rules and regulations, she is not and never has been an accountant or an auditor. and this financial expert designation
does not impose any duties, obligations or liabilities that are greater than the duties. obligations and liabilities imposed
by being a member of the Audit Committee or the Board. The Board has also determined that Ms. Wilson i3
“independent” as defined under the listing standards of the New York Stock Exchange and the independence standards
for audit committee members in the Securities Exchange Act of 1934 and rules thereunder.

The remaining information called for by this item is incorporated by reference to "Election of Directors”,
“Section 16(a) Beneficial Ownership Reporting Compliance™, “Corporate Governance”, “Audit Committee” and
“Board Composition, Qualifications, and Nominations™ in the Company's definitive proxy statement for the Annual
Meeting of Share Owners 1o be held May 7, 2007

Item 11, Executive Compensation

The information called for by this Item is incorporated by reference to “Executive Compensation” and
“Compensation Committee Interlocks and Insider Participation” in the Company's definitive proxy statement for the
Annual Meeting of Share Owners to be held May 7, 2007,
Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters

The information called for by this ltem is included in ltem 3, “Market for the Registrant’s Common Equity and
Related Share-Owner Matters” and incorporated by reference to "Beneficial Ownership" in the Company's definitive
proxy statement for the Annual Meeting of Share Owners to be held May 7, 2007.
Item 13. Certain Relationships and Related Transactions, and Director Independence

The information called for by this Item is incorporated herein by reference to "Director Independence, Certain
Relationships and Related Transactions” in the Company's definitive proxy statement for the Annual Meeting of Share
Owners to be held May 7. 2007,

Item 14. Principal Accountant Fees and Services

The information called for by this Item is incorporated herein by reference to "Auditor Fees and Services" in
the Company's definitive proxy statement for the Annual Meeting of Share Owners to be held May 7, 2007.
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PART 1V

Item 15, Exhibits and Financial Statement Schedules

The following documents are filed as part of this report:

I. Financial Statements (Sce [tem 8, Financial Statements and Supplementary Data)

2. Financial Statement Schedules:

The Report of Independent Registered Public Accounting Firm which covers the financial statement
schedules appears on page 107 of this report. The following schedules are located in this report on the

pages indicated.

Page
Schedule Il - Condensed Financial Information of Registrant...............o.coocoooooooovveeoeeen, 116
Schedule I11 - Supplementary Insurance Information............coocooooovoeeeeeooeeeeeeeeeee. 126
Schedule IV - REINSUIANCE ..ot 127
Schedule V - Valuation and Qualifying ACCOUNS.....ooovvveeeeeeeeeeeeeoeooeoeeeeeeeoeo, 128

All other schedules to the consolidated financial statements required by Article 7 of Regulation S-X are
not required under the related instructions or are inapplicable and therefore have been omitted.

3.  Exhibits:

Included as exhibits are the items listed below. The Company will furnish a copy of any of the exhibits
listed upon the payment of $5.00 per exhibit to cover the cost of the Company in furnishing the exhibit.

Item

Number

*2(a)

*2(b)

*2(c)

*2(d)

*2(e)

*incorporated by reference

Document

Stock and Asset Purchase Agreement By and Among Protective Life Corporation,
Protective Life Insurance Company, Fortis, Inc. and Dental Care Holdings, Inc. dated
July 9, 2001, filed as Exhibit 2(a) to the Company’s Annual Report on Form 10 K for
the year ended December 31, 2001. (No. 001-12332)

Indemnity Reinsurance Agreement By and Between Protective Life [nsurance Company
and Fortis Benefits Insurance Company dated December 31, 2001, filed as Exhibit 2(b)
to the Company’s Annual Report on Form 10-K for the year ended December 31, 2001.
{No. 001-12332)

Indemnity Reinsurance Agreement By and Between Empire General Life Assurance
Corporation and Fortis Benefits Insurance Company dated December 31, 2001, filed as
Exhibit 2(c) to the Company’s Annual Report on Form 10-K for the year ended
December 31, 2001. (No. 001-12332)

Indemnity Reinsurance Agreement By and Between Protective Life & Annuity
Insurance Company and First Fortis Life Insurance Company dated December 31, 2001,
filed as Exhibit 2(d} to the Company’s Annual Report on Form 10-K for the year ended
December 31, 2061, (No. 001-12332)

Stock Purchase Agreement Among Banc One Insurance Holdings, Inc., CBD Holdings
Ltd., JPMorgan Chase & Co. and Protective Life Insurance Company dated as of
February 7, 2006, filed as Exhibit 2.01 to the Company’s Current Report on Form 8-K
fited February 13, 2006. (No. 001-11339)

fMana;_.r,f:ment contract or compensatory plan or arrangement
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Item
Number

*3(a)

*3(b)

*4(a)

4(b)
*4{c)
*4(d)

*4(e)

*4(6)

*4(g)

*4(h)
*4(i)
*40)
*a(k)

*a(l)

*4(m)
*4(n)

*4(0)

*4(p)

*4(q)

*a(r)

*10(a)’

*10(b) '

Document

1998 Restated Certificate of Incorporation of the Company filed with the Secretary of
State of Delaware on November 12, 1998, filed as Exhibit 3(a) to the Company’s
Annual Report on Form 10-K/A for the year ended December 31. 1998. (No. 001-
12332)

2004 Amended and Restated By-laws of the Company, as adopted August 2, 2004, filed
as Exhibit4(by to the Company’s Registration Statement on Form S-3 filed
December 30, 2004. (No. 333-121791)

Reference is made to Exhibit 3(a) above. (No. 001-12332)

Reference is made to Exhibit 3(b) above. (No. 333-121791)

Certificate of Trust of PLC Capital Trust Il filed as Exhibit 4(bb} to the Company’s
Registration Statement on Form S-3 filed July 8, 1997 (No. 333-30965)

Declaration of Trust of PLC Capital Trust [l filed as Exhibit 4 (ee) to the Company’s
Registration Statement on Form S-3 filed July 8, 1997. (No. 333-30965)

Form of Amended and Restated Declaration of Trust of PLC Capital l1l, dated
August 22, 2001 filed as Exhibit 4.3 to the Company’s Current Filing on Form 8-K filed
August 22, 2001. (No. 001-12332)

Form of Preferred Security Certificate for PLC Capital Trustill (included in
Exhibit 4(e)). (No. 001-12332)

Preferred Securities Guarantee Agreement, dated August 22, 2001 with respect to
Preferred Securities issued by PLC Capital Trust Il filed as Exhibit4.4 to the
Company’s Current Report on Form 8-K filed August 23, 2001. (No. 001-12332)
Certificate of Trust of PLC Capital Trust IV filed as Exhibit 4(cc) to the Company’s
Registration Statement on Form S-3 filed July &, 1997. (No. 333-30905)

Declaration of Trust of PLC Capital Trust 1V filed as Exhibit 4(ff) to the Company’s
Registration Statement on Form $-3 filed July 8, 1997. (No. 333-30905)

Form of Amended and Restated Declaration of Trust for PLC Capital Trust [V filed as
Exhibit 4.2 to the Company’s Current Report on Form 8-K filed September 25, 2002,
Form of Preferred Security Certificate for PLC Capital Trust IV (included as Exhibit A-
1 of Exhibit 4())).

Form of Guarantee with respect to Preferred Securities of PLC Capital Trust [V filed as
Exhibit 4(x) to the Company’s Registration Statement on Form S-3 filed July 8, 1997.
(No. 333-30903)

Certificate of Trust of PLC Capital Trust V filed as Exhibit 4{cc) to the Company's
Registration Statement on Form S-3 filed May 5, 2003. (No. 333-105003)

Declaration of Trust of PLC Capital Trust V filed as Exhibit 4(ee) to the Company's
Registration Statement on Form S-3 filed May 5, 2003. (No. 333-105003)

Amended and Restated Declaration of Trust of PLC Capital Trust V filed as Exhibit 4.2
to the Company’s Current Report on Form 8-K filed on January 28, 2004, (No. 001-
11339)

Form of Preferred Security Centificate for PL.C Capital Trust V (included as Exhibit A-1
of Exhibit 4(0}). {(No. 001-11339)

Preferred Securities Guarantee Agreement, dated January 27, 2004, with respect to
Preferred Securities issued by PLC Capital Trust V filed as Exhibit4.4 to the
Company’s Current Report on Form 8-K filed January 28, 2004. (No. 001-11339)

Form of Capital Security of the Company files as Exhibit 99.5 to the Company’s
Registration Statement on Form 8-A filed on June 30, 2006.

The Company’s Annual Incentive Plan (effective as of January 1, 2002) filed as
Exhibit 10(a) to the Company’s Current Report on Form 8-K filed March 10, 2005,
(No. 001-11339)

The Company’s Long-Term Incentive Plan as amended and restated as of May 5, 2003,
filed as Exhibit 10 to the Company’s Quarterly Report on Form 10-Q filed May 15,
2003, (No. 001-12332)

*10(b)(1)" Form of Performance Share Award Letter under the Company’s Long-Term Incentive

*incorporated by reference
TManagement contract or compensatory plan or arrangement
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Item
Number

*10(b)(2)
*10(b)(3)7
*10(b)(4) "
*10(b)(5)"
*10(b)(6)"

*10(b)(7) "
*10(c) !
*10(d) "
*10(d)(1)’

*10(e)"
0y '
*10(H)

*10(6(1) "

*10(g)"
*10(2)(1)"
*10(g)(2)"
*10(h)
*10(hy(1) "

*10() !

*incorporated by reference

TManagement contract or compensatory plan or arrangement
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Document
Plan filed as Exhibit 10(a) to the Company’s Quarterly Report on Form 10-Q filed
November 9, 2004, (No. 001-11339)
Form of Performance Share Award Letter for Senior Officers under the Company’s
Long-Term Incentive Plan filed as Exhibit 10(b)(1) to the Company’s Current Report
on Form 8-K filed March 10, 2005. (No. 001-11339)
Form of Stock Appreciation Rights Award Letter under the Company’s Long-Term
Incentive Plan filed as Exhibit 10(b) to the Company’s Quarterly Report on Form 10-Q
filed November 9, 2004, (No. 001-11339)
Form of Stock Appreciation Rights Award Letter for Senior Officers under the
Company’s Long-Term Incentive Plan filed as Exhibit 10(b)}(2) to the Company’s
Current Report on Form 8-K filed March 10, 2005. (No. 001-11339)
Form of Stock Appreciation Rights Award Letter for under the Company’s Long-Term
Incentive Plan filed as Exhibit 10(b)(3) to the Company’s Current Report on Form 8-K
filed March 10, 2005. (No. 001-11339)
Amendment to the Protective Life Corporation Long-Term Incentive Plan filed as
Exhibit 10(b) 1) to the Company’s Current Report on Form 8-K filed March 9, 2006.
{No. 001-11339) ‘
Form of Restricted Stock Units Award Letter filed as Exhibit 10(a) to the Company’s
Current Report on Form 8-K filed on November 9, 2006. (001-11339)
Excess Benefit Plan filed as Exhibit 10(d) to the Company’s Quarterly Report on
Form 10-Q filed November 9, 2004. (No. 001-11339)
Form of Indemnity Agreement for Directors filed as Exhibit 19.1 to the Company's
Quarterly Report on Form 10-Q filed August 14, 1986, (No. 001-12332)
Form of Indemnity Agreement for Officers filed as Exhibit 10(d}(1) to the Company’s
Annual Report on Form 10-K for the year ended December 31, 1996. (No. 001-12332)
Form of the Company’s Employment Continuation Agreement (Executives) filed as
Exhibit 10(a) to the Company’s Quarterly Report on Form 10-Q filed May 10, 2004.
(No. 001-11339)
Form of the Company’s Employment Continuation Agreement (Senior Officers) filed as
Exhibit 10(b} to the Company’s Quarterly Report on Form 10-Q filed May 10, 2004,
{No. 001-11339)
The Company’s Deferred Compensation Plan for Directors Who Are Not Employees of
the Company as amended through March 3, 1997, filed as Exhibit 10(e) to the
Company’s Quarterly Report on Form 10-Q filed May 14, 1997, (No. 001-12332)
Amendment to the Company’s Deferred Compensation Plan for Directors who are not
Employees of the Company effective as of November 4, 2002, filed as Exhibit 10(f)(1)
to the Company's Annual Report on Form 10-K for the year ended December 31, 2002,
{No. 001-12332)
The Company’s Deferred Compensation Plan for Officers as amended through
March 3, 1997, filed as Exhibit 10(d) to the Company’s Quarterly Report on Form 10-Q
filed May 14, 1997. (No. 001-12332)
Amendment to the Company’s Deferred Compensation Plan for Officers effective as of
February 5, 2001, filed as Exhibit 10(g)(1) to the Company's Annual Report on
Form 10-K for the year ended December 31, 2002. (No. (01-12332)
Amendment to the Company’s Deferred Compensation Plan for Officers effective as of
November 4, 2002, filed as Exhibit 10(g)(2) to the Company's Annual Report on
Form 10-K for the year ended December 31, 2002. (No. 001-12332)
The Company’s 1996 Stock Incentive Plan as amended through March 3, 1997, filed as
Exhibit 10{c) to the Company’s Quarterly Report on Form 10-Q filed May 14, 1997,
(No. 001-12332)
The Company’s specimen letter confirming grants under the Company’s 1996 Stock
Incentive Plan, filed as Exhibit 10(2) to the Company’s Quarterly Report on Form 10-Q
filed November 13, 1996. (No. (01-12332)
Stock Plan for Non-Employee Directors of Protective Life Corporation filed as
Exhibit 10 to the Company’s Quarterly Report on Form 10-Q filed August 3, 2004,
(No. 001-11339)




Item
Number

*10G)

*10(k)
*10(1)

*10(m)

*10(m)(1)

*10(n)

*10(n)(1)

*10(n)(2)

*10(n)(3)

*10(0)

21
23
24
31(a)
31(b)
32(a)

32(b)

99

*incorporated by reference
+

‘Management contract or compensatory plan or arrangement
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Document
Amended and Restated Credit Agreement among Protective Life Corporation,
Protective Life [nsurance Company, the several lenders from time to time party thereto,
AmSouth Bank and Wachovia Capital Markets, LLC, dated as of July 30, 2004 filed as
Exhibit 10(c) to the Company’s Quarterly Report on Form 10-Q filed
November 9, 2004. (No. 001-11339)
Reference is made to Exhibit 2(a) above, filed as Exhibit 10(j) to the Company’s
Annual Report on Form 10-K for the year ended December 31, 2001. (No. 001-12332)
Reference is made to Exhibit 2(b) above, filed as Exhibit 10(k) to the Company’s
Annual Report on Form 10-K for the year ended December 31, 2001. (No. 001-12332)
Lease Agreement dated as of February 1, 2000, between Wachovia Capital Investments,
Inc. and the Company, filed as Exhibit 10(1) to the Annuzl Report on Form 10-K for the
year ended December 31, 2002. (No. 001-12332)
First Amendment to Lease Agreement dated as of October 31, 2001, between Wachovia
Capital Investments. Inc. and the Company, filed as Exhibit 10{I}(1} to the Annual
Report on Form 10-K for the year ended December 31, 2002, {(No. 001-12332)
Investment and Participation Agreement dated as of February 1, 2000, among the
Company and Wachovia Capital Investments, Inc., filed as Exhibit 10(m} to the Annual
Report on Form 10-K for the year ended December 31, 2002. {No. 001-12332)
First Amendment to Investment and Participation Agreement and Lease Agreement
dated as of November 30, 2002, among the Company, Wachovia Capital Investments,
Inc., and SunTrust Bank and LaSalle Bank National Association, filed as
Exhibit 10(m)(1) to the Annual Report on Form 10-K for the year ended
December 31, 2002. (No. 001-12332)
Second Amendment to Investment and Participation Agreement and Lease Agreement
dated as of March 11, 2002 among the Company, Wachovia Capital Investments, Inc.,
and SunTrust Bank and LaSalle Bank National Association, filed as Exhibit 10(m)(2) to
the Annual Report on Form 10-K for the year ended December 31, 2002,
(No. 001-12332)
Third Amendment to Investment and Participation Agreement and Lease Agreement
dated as of July 22, 2002 among the Company, Wachovia Capital Investments, Inc., and
SunTrust Bank and LaSalle Bank National Association, filed as Exhibit 10(m)(3) to the
Annual Report on Form 10-K for the year ended December 31, 2002. (No. 001-12332)
Guaraniee of Protective Life Corporation dated February 7, 2000, filed as Exhibit 10.01
to the Company’s Current Report on Form 8-K filed February 13, 2006.
(No. 001-11339)
Organization Chart of the Company and Affiliates.
Conscnt of PricewaterhouseCoopers LLP.
Powers of Attorney.
Certification Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
Certification Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 9066
of the Sarbanes-Oxley Act of 2002,
Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906
of the Sarbanes-Oxley Act of 2002.
Safe Harbor for Forward-Looking Statements.




SCHEDULE II - CONDENSED FINANCIAL INFORMATION
OF REGISTRANT
STATEMENTS OF INCOME
PROTECTIVE LIFE CORPORATION

{Parent Company)
Years Ended December 31
2006 2005 2004
(Dollars in thowsands)
Revenues

Dividends from subsidiaries* $ 37,268 $ 2322 $ 1,665
Service fees from subsidiaries* 103,560 108,956 109,896

Net investment income 938 2,944 1,273
Realized investment gains 2,283 8,679 23,531
Other income 0 292 136
Total revenues 164,069 123,193 136,501

Expenses

Opcrating and administrative 51,366 67,243 81,065
Interest — subsidiaries 22,987 22,642 22,168
Interest — other 29249 22,116 20,444
Total expenses 103,602 112,001 123,677

Income before income tax and other items below 60,467 11,192 12,824
Income tax expense (benefit) (8) 4,635 (120
Income before equity in undistributed income of subsidiaries 60,475 6,557 12,944
Equity in undistributed income of subsidiaries* 221,086 240,010 237,437
Net income before cumulative effect of change in accounting principle 281,561 246,567 250,381
Cumulative effect of change in accounting principle, net of income tax 0 0 {15.801)
Net income $281,561 $246,567 $234.580

See Notes to Condensed Financial Information.

*Eliminated in consolidation.




SCHEDULE 1l - CONDENSED FINANCIAL INFORMATION
OF REGISTRANT
BALANCE SHEETS
PROTECTIVE LIFE CORPORATION
(Parent Company)

December 31
2006 2005

(Dollars in thousands)

Assets
Investments:
Fixed maturities $ 2,228 3 2,145
Other long-term investments 42 286 39,052
Short-term investments 2,000 6,971
Investrments in subsidiaries (equity method)* 3,333,509 2,967,547
Total investments 3,380,023 3,015,715
Cash 0 2,749
Receivables from subsidiaries* 17,810 18,096
Property and equipment, net 984 1,316
Other 29,874 58,968
- Total assets  $3,428,691 $3,096,844
Liabilitics
Accrued expenses and other liabiiities $ 87,556 $ 72439
Accrued income taxes 6,498 2,489
Deferred income taxes 22367 35,661
Long-term debt 474,452 477,852
Subordinated debt securities 524,743 324,743
Total liabilities 1,115,616 913,184

Commitments and contingent liabilities — Note 4

Share-owners’ equity
Preferred stock

Common stock 30,626 36,626
Additional paid-in capital 438,485 440,474
Treasury stock (11,796} (12,765)
Unallocated stock in employee stock ownership plan (1,233 (1,610)
Retained earnings, including undistributed income of subsidiaries:
(2006 - $2,138,683; 2005 - $1,917,597) 1,838,560 1,615,715
Accumulated other comprehensive income
Net unrealized gains on investments, all from subsidiaries,
net of income tax: (2006 - $22,109; 2005 - $57,649) 41,405 104,489
Accumulated gain (loss) — hedging, net of income tax:
(2006 - $(3,179); 2005 - $394) (5,954) 731
Minimum pension liability adjustment, net of income tax:
(2006 - $(12,292); 2005 - §0) (23,020) 0
Total share-owners’ equity 2,313,075 2,183,660
$3,428,691 $3,096,844

See Netes 10 Condensed Financial Information.

*Eliminated in consolidation.
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SCHEDULE II - CONDENSED FINANCIAL INFORMATION
OF REGISTRANT

STATEMENTS OF CASH FLOWS

PROTECTIVE LIFE CORPORATION

(Parent Company)
Year Ended December 31
2006 2005 2004
(Dollars in thousands}
Cash flows from operating activities
Net income $ 281,561 $ 246,567 $ 234,580
Adjustments to reconcile net income to net cash
provided by operating activities:
Realized investment (gains) losses (2,283) (8,679) 2466
Equity in undistributed net income of subsidiaries* (221,086) {240,010) (237.437)
Non-cash dividend from subsidiary (54,000) 0 0
Depreciation expense 332 264 0
Deferred income taxes (711 2,628 (10,120
Accrued income taxes 1,918 7,331 40,790
Accrued expenses 13,177 4478 (2,448)
Accrued investment income 0 44 (44)
Receivables from subsidiaries 286 1,813 (9.305)
Other (net) (11,628) 6,825 (17.728)
Net cash provided by operating activities 7,566 21,261 754
Cash flows from investing activities
Purchase of and/or additional investments in subsidianes* (156,695) (390) (53,352)
Purchase of property and equipment 0 (520) 0
Cost of investments acquired (85) (93) (5.293)
Sale of investments 228 7,783 991
Change in other long-term investrments, net 0 484 2,650
Change in short-lerm investments, net 4970 (6,141) {179
Net cash provided by (used in) investing activities (151,582) 1,123 {55,183)
Cash flows from financing activities
Borrowings under line of credit arrangements and
long-term debt 166,600 79.100 407,400
Principal payments on line of credit arrangements and
long-term debt {170,0600) {45,799) (417.264)
Issuance of subordinated debt securities 200,000 0 103,093
Dividends to share owners (58,715} {52,936) (47,508)
Excess tax benefits on stock based compensation 3,382 0 0
Other financing activities 0 0 8,224
Net cash provided by (used in) financing activities 141,267 (19,635) 53,945
Increase (deerease) in cash (2,749) 2,749 {484)
Cash at beginning of year 2,749 0 484
Cash at end of year $ 0 $ 2,749 $ 0

See Notes to Condensed Financial Information.

*Eliminated in consolidation.
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SCHEDULE [ - CONDENSED FINANCIAL INFORMATION
OF REGISTRANT
PROTECTIVE LIFE CORPORATION
(Parent Company)

NOTES TO CONDENSED FINANCIAL INFORMATION

The Company publishes consolidated financial statements that are its primary financial statements. Therefore,
this parent company condensed financial information is not intended to be the-primary financial statements of the
Company, and should be read in conjunction with the consolidated financial statements and notes thereto of Protective
Life Corporation and subsidiaries.

1. BUSINESS
Nature of Operations

Protective Life Corporation is a holding company whose subsidiaries provide financial services through the
production, distribution, and administration of insurance and investment products.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Investments
Investments are reported on the following bases:

e Fixed maturities consist of bonds and redeemable preferred stocks, and are carried at fair value. Fair
values are determined using current market values when available. Where market values are unavailable,
the Company obtains estimates from independent pricing services or estimates market value based upon a
comparison to quoted issues of the same issuer or issues of other issuers with similar terms and risk
characteristics.

e  Other long-term investments are carried at a variety of methods as deemed appropriate for the specific
investment,

e Short-term investments are carried at amortized cost, which approximates current market value.
¢ Investments in subsidiaries are recorded under the equity method of accounting.
Goodwill

Goodwill is not amortized but 1s tested for impairment at least annuaily. The Company evaluates the carrying
value of goodwill during the fourth quarter of each year and between annual evaluations if events occur or
circumstances change that would more likely than not reduce the fair value of the reporting unit below its carrying
amount. Such circumstances could include, but are not limited to: (1} a significant adverse change in legal factors or
in business climate. (2) unanticipated competition, or (3) an adverse action or assessment by a regulator. When
evaluating whether goodwill is impaired, the Company compares the fair value of the reporting unit to which the
goodwill is assigned to the reporting unit’s carrying amount, including goodwill. At October 31, 2006 and 2005, the
Company evaluated its goodwill and determined that fair value had not decreased below carrying value and no
adjustment to impair goodwill was necessary in accordance with Statement of Financial Accounting Standards
No. 142, “Goodwill and Other intangible Assets™ (“SFAS 1427).

Property and Equipment

Property and equipment are reported at cost less accumulated depreciation. The Company primarily uses the
straight-line method of depreciation based upon the estimated useful lives of the assets. The Company’s Home Office
building is depreciated over a thirty-nine year useful life, furniture is depreciated over a ten year useful life, office
equipment and machines are depreciated over a five year useful life, and software and computers are depreciated over a
three year useful life. Major repairs or improvements are capitalized and depreciated over the estimated useful lives of
the assets. Other repairs are expensed as incurred. The cost and related accumulated depreciation of property and
equipment sold or retired are removed from the accounts, and resulting gains or losses are included in income.
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Derivative Financial Instruments

The Company utilizes a risk management strategy that incorporates the use of derivative financial instruments
to reduce its exposure to interest rate risk. This strategy is developed through the asset/liability committee’s analysis of
data from financial simulation models and other intemmal and industry sources and then incorporated into the
Company’s risk management program. Derivative instruments that are currently used as part of the Company’s interest
rate risk management strategy include interest rate swaps.

Derivative instruments expose the Company to credit and market risk and could result in material changes
from period to period. The Company minimizes its credit risk by entering into transactions with highly rated
counterparties. The Company also maintains netting and collateral support arrangements with its counterparties 1o
further minimize the credit risk associated with its derivative instruments. The Company manages the market risk
associated with interest rate and foreign exchange contracts by establishing and monitoring limits as to the types and
degrees of risk that may be undertaken. The Company nionitors its use of derivatives in connection with its overall
assct/liability management programs and strategies.

Statement of Financial Accounting Standards No. 133 (“SFAS 133"”) requires that all derivative instruments
be recognized in the balance sheet at fair value. The Company records its derivative instruments on the balance sheet
in “other long-term investments™ and “other liabilities”. The accounting for changes in fair value of a derivative
instrument depends on whether it has been designated and qualifies as part of a hedging relationship and further, on the
type of hedging relationship. For those derivative instruments that are designated and qualify as hedging instruments, a
company must designate the hedging instrument, based upon the exposure being hedged, as a fair value hedge, cash
flow hedge or a hedge related 1o foreign currency exposure. For derivatives that are designated and qualify as cash
flow hedges, the effective portion of the gain or loss realized on the derivative instrument is reported as a component of
other comprehensive income and reclassified into earnings in the same period during which the hedged transaction
impacts earnings. The remaining gain or loss on these derivatives is recognized as ineffectiveness in current earnings
during the period of the change. For derivatives that are designated and qualify as fair value hedges, the gain or loss on
the derivative instrument as well as the offsetting loss or gain on the hedged item attributable to the hedged risk are
recognized in current earnings during the period of change in fair values. Effectiveness of the Company’s hedge
relationships is assessed on a quarterly basis. The Company accounts for changes in fair values of derivatives that are
not part of a qualifying hedge relationship through earnings in the period of change. Changes in the fair value of
derivatives that are recognized in current earnings are reported in “realized investment gains (losses) — derivative
financial instruments™.

Other Derivatives. The Company also uses various other derivative instruments for risk management
purposes that either do not qualify for hedge accounting treatment or have not currently been qualified by the Company
for hedge accounting treatment. Changes in the fair value of these derivatives are recognized in earnings during the
period of change.

The Company uses interest rale swaps to convert the fixed interest rate payments on certain of its debt
obligations to a floating rate. Interest is exchanged periodically on the notional value, with the Company receiving the
fixed rate and paying vartous LIBOR-based rates. In 2006, 2003, and 2004, the Company recognized pre-tax gains of
$0.8 million, $1.7 million. and $17.6 miltion, respectively, representing the change in value of these derivatives and
related net settlements.

The Company has also entered into a total return swap in connection with a portfolio of investment securities
managed by the Company for an unrelated party. The Company recognized a $1.0 million pre-tax gain, a $1.8 million
pre-tax loss, and a $8.4 million pre-tax gain in 2006, 2005, and 2004, respectively, for the change in the total return
swap’s fair value,

Income Taxes

The Company uses the asset and liability method of accounting for income taxes. Income tax provisions are
generally based on income reported for financial statement purposes. Deferred federal income taxes arise from the
recognition of temporary differences between the basis of assets and liabilities determined for financial reporting
purposes and the basis determined for income tax purposes. Such temporary differences are principally related 1o the
marking to market value of investment assets, the deferral of policy acquisition costs, and the provision for future
policy benefits and expenses.
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New Accounting Pronouncements

SFAS No. 155 - Accounting for Certain Hybrid Financial Instruments - an amendment of FASB
Statements No. 133 and 140. In February 2006, the Financial Accounting Standards Board (“FASB™) issued SFAS
No. 155, “Accounting for Certain Hybrid Financial Instruments - an amendment of FASB Statements No. 133 and
140” (“SFAS1355™). SFASI5S5 amends Statement of Financial Accounting Standards No., 133, “Accounting for
Derivative Instruments and Hedging Activities” (“SFAS 133™) and Statement of Financial Accounting Standards
No. 140, “Accounting for Transfers and Servicing of Financial Assets and Extinguishment of Liabilities™
(“SFAS 140™) and resolves issues addressed in SFAS 133 DIG Issue D1, “Application of Statement 133 to Beneficial
[nterest in Securitized Financial Assets.” SFAS 155 partially eliminates the exemption from applying the bifurcation
requirements of SFAS 133 to interests in securitized financial assets, in an effort to ensure that similar instruments are
accounted for consistently regardless of the form of the instrument. The Company continues 1o evaluate the impact of
SFAS 155, which is effective for all financial instruments acquired or issued after January i, 2007, but does not
currently believe that its adoption will have a material impact on its financial position or results of operations.

FASB Interpretation No. 48. [n July 2006, the FASB issued FASB Interpretation No. 48, “Accounting for
Uncertainty in Income Taxes - an Interpretation of FASB Statement 109,” (“FIN 487). FIN 48 is effective for fiscal
years beginning after December 15, 2006, and therefore will be adopted by the Company effective January 1, 2007.
This interpretation requires, in order for the Company to recognize a benefit in its financial statements from a given tax
return position, that there must be a greater than 50 percent chance of success with the relevant taxing authority with
regard to that tax return position. In making this analysis, the Company must assume that the taxing authority 1s fully
informed of all of the facts regarding this issue. FIN 48 alse provides guidance on how the benefi, it any, that will be
recognized in the financial statements should be measured. Furthermore, new disclosures regarding the effect of the
accounting for uncertain tax positions on the financial statements wiil be required. Any adjustment to the Company’s
December 31, 2006 Consclidated Balance Sheet due to the adoption of FIN 48 will be recognized as an adjustment to
the Company's January 1, 2007 retained earnings. The Company is currently evaluating the impact that the adoption of
FIN 48 will have on its Consolidaed Balance Sheet at December 31, 2006 and on its Consolidated Statements of
Income in future periods.

SFAS No. 57 - Fair Value Mcasurements. In September 2006, FASB issued SFAS No. 157, “Fair Value
Measurements™.  This statement defines fair value, establishes a framework for measuring fair value and expands
disclosures about fair value measurements. SFAS No. 157 is effective prospectively with a limited form of
retrospective application for fiscal years beginning after November 15, 2007 with early adoption encouraged. The
Company is currently evaluating the impact that SFAS No. 157 will have on its consolidated results of operations and
tinancial position.

SFAS No. 158 - Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans —
an amendment of FASB Statements No, 87, 88, 106, and 132(R). In September 2006, the FASB issued
SFAS No. 158 ("SFAS 158), “Employers® Accounting for Delined Benefit Pension and Other Postretirement Plans,
which amends SFAS No. 87, “Employers’ Accounting for Pensions™ (“SFAS 87, SFAS No. 88, “Employers’
Accounting for Settlements and Curtailments of Defined Benefit Pension Plans and for Termination Benefits”
("SFAS 88™), SFAS No. 106, “Employers® Accounting for Postretirement Benefits Other Than Pensions”
("SFAS 1067), and SFAS No. 132 (revised), “Employers™ Disclosures About Pensions and Other Postretirement
Benelits™ ("SFAS 132 (R))”. SFAS 158 requires that the funded status of defined benefit postretirement plans be fully
recognized on the statement of financial position, and requires the recognition of changes in the funded status of such
plans in the year in which the changes occur through comprehensive income. Additionally, SFAS 158 requires an
employer to measure the funded status of a plan as of the date of its year-end statement of financia! position.
SFAS 158 is effective for fiscal years ending after December 15, 2006 and therefore has been adopted by the Company
as of December 31, 2006. This standard was adopted prospectively, and as a result, prior periods were not restated.
The adoption of this standard resulied in a net fund asset of $5.8 million related to the Company’s defined benefit
pension plan and a net fund liability of $25.2 million related to its unfunded excess benefits plan as of
December 31, 2006. The incremental effect of applying SFAS 158 effective December 31, 2006, on the individual line
items in the Company’s consolidated balance sheet are as follows:




Before After

Application of Application of
SFAS 158 Adjustments SFAS 158

Other assets S 59,562 $(29.688) § 29874
Total assets 3,458,379 (29.688) 3,428,691
Accrued expenses and other liabilities 85,630 1.926 87,556
Deferred income taxes 33.432 (11.065) 22,367
Total liabilities 1.124.755 (9.139) 1,115,616
Accumulated other comprehensive income:

Minimum pension liability adjustment. net of income tax (2.471) (20,549 (23.020)
Total accumulated other comprehensive income, net of

income tax 32,980 (20,549) 12.431
Total sharc-owners” equity 2.333,624 (20.549) 2313.075

Staff Accounting Bulletin No. 108. In September 2000, the Securities and Exchange Commission (“SEC”)
issucd Staff Accounting Bulletin No. 108 (“*SAB 108™) which provides guidance on quantitying financial statement
misstatements. SAB 108 requires financial statement misstatements to be quantified in relation to both its impact on
the current year income statement (the “rollover” approach) and the current year balance sheet (the “iron curtain™
approach). [f a misstatement is material under either approach (the “dual approach™) the financial statements must be
adjusted for the misstaterment.

Reclassifications

Certain reclassifications have been made in the previously reported financial statememnis and accompanying
notes to make the prior year amounts comparable to those of the current year. Such reclassifications had no effect on
previously reported net income or share-owners’ equity.
3. DEBT AND OTHER OBLIGATIONS

Long-Term Debt and Subordinated Debt Securities

Long-term debt and subordinated debt securities at December 31 are summarized as follows:

2006 2005
Long-term debt (year of issue):
Notes payable to banks $ 64.600 § 68.000
7.45% Medium-Term Notes (1996), due 2011 9,852 9.832
4.30% Senior Notes (2003), due 2013 250,000 250,000
4.875% Senior Notes (2004), due 2014 150,000 150,000
Total long-term debt $474,452 $477.852
Subordinated debt securities {year of issue):
7.50% Subordinated Debentures (2001), due 2031, catlable 2006 $£103,093 $103.093
7.25% Subordinated Debentures (2002), due 2032, caltable 2007 118,557 118,557
6.125% Suberdinated Debentures (2004), due 2034, callable 2009 103,093 103,093
7.25% Capital Securitics (2006), due 2066, callable 2011 200.000 0
Total subordinated debt securities $524,743 $324.743

Future maturities of long-term debt and subordinated debt securities are $64.6 million in 2007, $9.9 million in
2011, and $924.7 million in vears after 2011.
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Under a revolving line of credit arrangetment due July 30, 2009, the Company can borrow up to $200 million
on an unseccured basis at an interest rate of LIBOR plus 0.30%. No compensating balances are required to maintain the
line of credit. This arrangement contains, among other provisions, requirements for maintaining certain financial ratios
and restrictions on indebtedness incurred by the Company and its subsidiaries. Additionally. the Company, on a
consolidated basis. cannot incur debt in excess of 40% of its total capital. At December 31, 2006, the Company had
$64.6 million outstanding under 1his arrangement at a weighted average interest rate of 5.6%. The Company was in
compliance with all debt covenants as of December 31, 2006,

Limited amounts of the 7.45% Medium-Term Notes may be redeemed upon the death of the beneficial owner
of the notes. .

The Company has also accessed capital from subordinated debt securities issued to wholly-owned subsidiary
trusts. Securities currently outstanding were offered through a series of trusts (PLC Capital Trust 1, PLC Capital
Trust 1V, and PLC Capital Trust V). These trusts were formed solely 1o issue preferred securities (TOPrS) and usc the
proceeds thereof to purchase subordinated debentures of the Company. The sole assets of the trusts are the
subordinated debt securities issued by the Company. The principal obligations of the trusts are irrevocably guaranteed
by the Company. Under the terms of the subordinated debentures, the Company has the right to extend interest
payment periods up o five consecutive years. Consequently, dividends on the preferred securities may be deferred
(but will continue to accumulate, together with additional dividends on any accumulated but unpaid dividends at the
dividend rate) by the trusts during any such extended interest payment period.

In connecction with the Chase Insurance Group acquisition, on July 3, 2006, the Company issued
$200.0 miliion of 7.25% Capital Securities due 2066 (the "Capital Securities"}. from which net proceeds of
approximately $193.8 million were received. Under the terms of the Capital Securitics, the Company has the option o
defer interest payments, subject to certain limitations. for periods of up to five consecutive years. The Capital
Securities are redeemable at the Company’s option on or after June 30, 2011,

Interest Expense

The Company uses interest rate swap agreements to convert a portion of its debt from a fixed interest rate to a
floating rate. Thesc interest rate swap agreements do not qualify as hedges of the corresponding long-term debt or
subordinated debt securities, under SFAS 133, All net interest settlements and mark-to-market adjustments for these
interest rate swap agreements are recorded as “Realized investment gains (losses) - derivative financial instruments”.
Interest expense on long-term debt and subordinated debt securities totaled $52.1 million, $44.8 million, and
$42.6 million in 2006, 2005, and 2004, respectively.

4. COMMITMENTS AND CONTINGENT LIABILITIES

The Company is contingently liable to obtain a $20 million letter of credit under indemnity agreements with
its directors. Such agreements provide insurance protection in excess of the directors’ and officers’ liability insurance
in force at the time up to $20 million. Should certain events occur constituting a change in control of the Company, the
Company must obtain the letter of credit upon which directors may draw for defensc or settlement of any claim relating
to performance of their duties as directors. The Company has similar agreements with certain of its officers providing
up to $10 million in indemnification that are not sccured by the obligation to obtain a letter of credit.

The Company leases administrative and marketing office space with an aggregate annualized rent of less than
$0.1 million.

. As of February 1, 2000, the Company guaranteed the obligations of its largest operating subsidiary, Protective
Life Insurance Company (“Protective Life™) under the terms and conditions of an operating lease entered into by
Protective Life, as lessee. with a non-affiliated third party, as lessor. As of January &, 2007, the Company approved the
extension of the existing $75 million operating lease and guaranteed Protective Life’s obligations.

In connection with the issuance of non-recourse funding obligations by Golden Gate Captive Insurance
Company (“Golden Gate™), one of the Company’s subsidiaries, the Company has agreed to indemnify Golden Gate for
certain costs and obligations (which obligations do not include payment of principle and interest on the notes). In
addition. the Company has entered into certain support agreements with Golden Gate obligating the Company to make
capital contributions to Golden Gate or provide support related to certain of Golden Gate's expenses and in certain
circumstances, to collateralize certain of the Company's obligations to Golden Gate.
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S. SHARE-OWNERS’ EQUITY

Activity in the Companys issued and outstanding Commnon Stock is summarized as follows:

Treasury Outstanding
Issued Shares Shares Shares

Balance, December 31, 2003 73,251,960 4.260,259 68,991,701
Reissuance of treasury stock (458,188) 458,188
Balance, December 31, 2004 73.251.960 3.802,071 69,449 889
Reissuance of treasury stock (244.160) 244,160
Balance, December 31, 2005 73,251,960 3,557,911 69,694,049
Reissuance of treasury stock (270.599) 270,599
Balance, December 31, 2006 73.251.960 3.287.312 69.964 648

Share owners have authorized 4,000,000 shares of Preferred Stock, $1.00 par value. Other termns, including
preferences, voting, and conversion rights, may be established by the Board of Directors. None of these shares have
been issued as of December 31, 2006.

The Company sponsors a deferred compensation plan for certain of its agents. A trust was established to aid
the Company in meeting its obligations under the plan. Previously, Company Common Stock owned by the trust was
accounted for as treasury stock. In September 2004, all Company Common Stock owned by the trust was sold.

The Company has an Employee Stock Ownership Plan (“ESOP™). The stock is used to match employee
contributions to the Company’s 401(k) and Stock Ownership Plan (“401(k) Plan”) and 1o provide other employee
benefits. The stock held by the ESOP that has not yet been used is the unallocated stock shown as a reduction to share-
owners’ equity. The ESOP shares are dividend-paying and are considered outstanding for earnings per share
calculations. Dividends on the shares are used to pay the ESOP’s note to Protective Life. [f certain events associated
with a change in control of the Company occur, any unallocated shares held by the ESOP will become atlocabie to
employee 401({k) accounts. Approximately 115,000 shares of stock were allocated from the ESOP to employee 401(k)
accounts in both 2006 and 2003,

The Company may, from time to time, reissue treasury shares or buy additional shares of Common Stock in
the open market to complete its 401(k) obligations. In addition to the shares allocated to employee 401{k) accounts
from the ESOP, the Company reissued from treasury 44.814 and 54,752 shares of Common Stock to the 401(k) Plan
during 2006 and 2005, respectively, to complete its 401(k) obligations.

Since 1973, the Company has had stock-based incentive plans to motivate management to focus on the
Company’s long-range performance through the awarding of stock-based compensation. Under plans approved by
share owners in 1997 and 2003, up to 6,500,000 shares may be issued in payment of awards.

Through December 31, 2005, the Company accounted for its stock-based compensation in accordance with
Statement of Financial Accounting Standards No. 123, “Accounting for Stock-Based Compensation,” (“SFAS 1237)
which was originally issued by the FASB in 1995. As originally issued, SFAS123 provided companies with the option
to either record expense for share-based payments under a fair value model, or to simply disclose the impact of the
expense.  Effective January 1, 2006, the Company adopted Statement of Financial Accounting Standards No. 123
{Revised 2004), “Share-Based Payment” (“SFASI23R™), using the modified prospective method, and accordingly prior
periods have not been restated. SFAS 123R requires companies to measure the cost of share-based payments to
employces using a fair value model and to recognize that cost over the relevant service period. Since the Company
elected to recognize the cost of its share-based compensation plans in its financial statements when it originally adopted
SFAS 123, the adoption of SFAS [23R in the first quarter of 2006 did not have a material impact on the Company’s
financial position, results of operations, or eamings per share,

In addition, SFAS 123R requires that an estimate of future award forfeitures be made at the grant date, while
SFAS 123 permitted recognition of forfeitures on an as incurred basis. Prior to the adoption of SFAS 123R, the
Company accounted for forfeitures as they occurred. This change in method related to forfeitures also did not have a
material impact on the Company’s financial position or results of operations.

Prior to adopting SFAS 123R, the Company presented all tax benefits of deductions resulting from payouts of
stock based compensation as operating cash flows. SFAS 123R requires the cash flows resulting from excess tax
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benetits (tax deductions realized in excess of the compensation costs recognized for the exercise of the awards) from
the date of adoption of SFAS 123R to be classified as a part of cash flows from financing activities. As a result of
adopting SFAS 123R as of January 1, 2006. $3.4 million of excess tax benefits for 2006 have been classified as
financing cash flows.

6. SUPPLEMENTAL CASH FLOW INFORMATION
2006 2008 2004
Cash paid during the year for:
Interest paid to non-affiliates §25.625 $22.761 $23.526
Interest paid for subordinated detn securities 22987 22,642 22,168
548,612 $ 45.403 $ 45.694
Income taxes (reduced by amounts received from afliliates under a tax sharing agreement) $ (6,480} $(7.557)  $(29.983)
Noncash investing and financing activities
Reissuance of treasury stock to ESOP 3 2,168 S 2.309 $  HER
{hange in unallocated stock in ESOP $ 379 £ 379 $ 374
Stock-based compensation 33171 $12,106 5 9.331

During the fourth quarter of 2006. Protective Life reccived, through a series of dividends from its direct and
indirect wholly-owned subsidiaries, Lyndon Insurance Group, Inc. and First Protection Company, a promissory note in
the principal amount of $54.0 million. This promissory note arose out of the sale, at fair market value, by First
Protection Company to the Company of all of the outstanding stock of First Protection Corporation. Subsequent to the
receipt of this dividend, Protective Life declared and paid an ordinary dividend in the form of the $54.0 million note to
the Company.

7. OPERATING EXPENSES

[n 2004, the Company incurred an additional $13.9 million of expense related to the payment of claims in the
Company’s Corporate and Other segment. The Company incurred no such expense in 2005 or 2006.
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PROTECTIVE LIFE CORPORATION AND SUBSIDIARIES
(In thousands)

Amortization

Deferred Stable Value of Deferred
Policy Products, Policy
Acquisition Annuity Acquisitions
Costs and Contracts and Net Costs and
Value of Future Policy Other Premiums Net Benefits and Value of Other
Businesses Benefits and Unearned Policyholders’ and Policy Investment Settlement Businesses Operatin
Segment Acquired Claims Premiums Funds Fecs Income!! Expenses Acquired Expenses'"
Year Ended
December 31, 2006:
Life Marketing $1.846,219 $ 7.991,847 £241,422 $  67.331 $421.275 S 3084%7 § 535940 $ 60,227 § 97.307
Acquisitions 625,218 5,954,055 248 5,055.074 258,260 413,636 494,533 58,814 26,829
Annuities 261,826 917,805 19,092 4,111,267 32,074 225.160 191,238 27.872 23.596
Stable Value Products 16.603 0 0 5,369,107 0 325,653 269,851 4438 4,291
Assel Protection 125,745 132,558 667,368 10,047 196,233 33,345 98,418 71,065 117,033
Corporate and Other 23,124 94,301 10,804 187,391 38,280 113,487 47,235 3,388 115,150
Adjustments™ 0 30430 0 0 0 0 0 0 0
Total $3.198,735 $15,120,996 3938,934 514,800,217 $946,122 $1,419,778 31,637,215 $225,804 $384,206
Year Ended
December 31, 2005:
Life Marketing 51,584,325 S 7,027,066 $130,683 § 62,851 $288,568 § 261,859 § 392,448 $ 55,688 3 49,832
Acquisitions 330,278 3,091,166 274 757,043 186,804 223,201 273,626 27,072 30,301
Annuities 128,930 760,906 11,959 2,661,224 31,810 218,700 187,791 37512 25,601
Stable Value Products 19,102 0 0 5,959,112 0 310,715 246,134 4,694 5,089
Asset Protection 101,972 139,834 576,282 7,387 179,473 32389 101,477 69,474 62,246
Corporate and Qther 7,381 100,260 20,804 145,829 42,268 133,638 51,891 4,063 107,252
Adjustments'? 0 35.842 69 0 0 0 0 0 0
Total $2.171,988 511,155,074 $740.071 £9,593,646 3728923 $1,180,502 §1,253.367 £198.503 $280,321
Year Ended
December 31, 2004:
Life Marketing $208,682 § 238,193 $ 274,584 $ 58970 $ 42,119
Acquisitions 204,332 232,499 287356 28,652 35,795
Annuities 30,341 210,888 183.271 32,271 23,159
Stable Value Products 0 268,184 205,168 3.480 6,377
Asset Protection 204,734 30,939 121,007 72.273 62,994
Corporate and Other 47,359 103,514 59,051 4,484 102,363
Total $695,448 $1,084217 $1,130.437 $200,130 5272,807

(2) Balance Sheet adjustments represent the inclusion of assets related to discontinued operations.

(1} Allocations of Net Investment Income and Other Operating Expenses are based on a humber of assumptions and estimates and results woutd change if different methods were applied.




SCHEDULE 1V - REINSURANCE

PROTECTIVE LIFE CORPORATION AND SUBSIDIARIES

(Dollars in thousands)

Percentage of

Assumed from Amount
Gross Ceded to Other Other Assumed to
Amount Companies Companies Net Amount Net
Year Ended
December 31, 2006:
Life insurance in force $700.267.475 $576,790,608 $24,225,953 $147.702.820 16.4%
Premiums and policy fees:
Life insurance § 1,739,220 S 104,175 S 75604 S 710,649 10.6%
Accident/health insurance 97.665 45512 8.539 60,692 14.1
Property and lability insurance 286,828 221.529 109.432 174.781 62.6
Total $ 2123713 $ 1.371.216 S 193,625 $ 946,122
Year Ended
December 31, 2005,
Life insurance in foree $443.923,068 §393,605,152 $23.210,523 $73.528.439 31.6%
Premiums and pelicy lces:
Life insurance $ 1.369.391 $ 1,064,657 § 221,756 $ 526,690 42.1%
Accident/health insurance 107,072 43,855 4,100 67,317 6.1
Property and liability insurance 239,907 118,345 13,334 134916 9.0
Total § 1,716,570 $ 1.226.857 S 239210 S 728923
Year Ended
December 31, 2004;
Life insurance in force §379.588.512 $354.015.938 $29.448,143 $55.020,717 53.5%
Premiums and policy fees:
Life insurance 5 1.218.899 S 959,643 S 219917 S 479173 45.9%
Accident/health insurance 113,367 60,560 25,461 78.208 32.5
Property and liability insurance 215,846 105,443 27,604 138,007 20.0
Total $ 1.548.112 $ 1,125,646 S 272982 S 695448




SCHEDULE V - VALUATION AND QUALIFYING ACCOUNTS
PROTECTIVE LIFE CORPORATION AND SUBSIDIARIES
{Dollars in thousands)

Additions
Balance at Charged to
beginning of costs and Charges to Balance at end
Description period expenses other accounts Deductions of period

2006
Allowance for losses on

commercial mortgage loans $6.775 S 0 S0 5(6.300) $ 475
Bad debt reserve associated

with Lender's Indemnity

product ling $§ 0 £27.100 S0 $ 0 $27.100
2005
Allowance for losses on

commercial mortgage loans $3,250 § 3,525 $0 S 0 36,775




SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Company
has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

PROTECTIVE LIFE CORPORATION

By: /s/ John D. Johns
John D. Johns
Chairman of the Board. President
and Chief Executive Officer
March 1, 2007

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by
the following persons on behalf of the Company and in the capacities and on Lhe dates indicated.

Signature Capacity in Which Signed Date
[s/ John D. Johns Chairman of the Board, President March 1, 2007
JOHN D. JOHNS and Chief Executive Ofticer

(Principal Executive Officer)
and Director

/sf Gary Corsi Exccutive Vice President and March 1. 2007
GARY CORSI Chicef Financial Officer

(Principal Financial Officer)
/s Steven G. Walker Senior Vice President, Controller, March 1, 2007
STEVEN G, WALKER and Chief Accounting Officer

(Principal Accounting Officer)

* Director March [, 2007
J. GARY COOPER

* Director March }, 2007
H. CORBIN DAY

* Director March 1, 2007
JAMES S. M. FRENCH

* Director March 1, 2007
THOMAS L. HAMBY

* Director March 1, 2007
VANESSA LEONARD

* Director March | 2007
CHARLES D. MCCRARY

* Director March 1, 2007
JOHUN J. MCMAHON. JR.

* Director March 1, 2007
MALCOLM PORTERA

* Director March 1, 2007
C. DOWD RITTER




Signature Capacity in Which Signed

* Director
WILLIAM A. TERRY

* Director
W. MICHAEL WARREN, IR.

* Director
VANESSA WILSON

Date

March 1, 2007

March 1, 2007

March 1, 2007

*John D. Johns, by signing his name hereto, does sign this document on behalf of each of the persons
indicated above pursuant to powers of attorney duly executed by such persons and filed with the Sccurities and

Exchange Commission.

By: fs/ John D. Johns

JOHN D. JOHNS
Attorney-in-fact
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